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Only yesterday (YOU remember!) men sold apples on 
a oe Papen ne asa . . the store, a 4 THINGS TO DO to keep 
their nouses, ost their farms. ili it happen again? prices down and help 
needn’t. avoid another depression 
But to avoid the kind of depression we had after the 4. Buy only whet you really 
last war—WE MUST HEAD OFF INFLATION NOW! And need. 
the best way to do that is to save your money. 2. When you buy, pay_no 
2 : ; s more than ceiling prices. Pay 
When you don’t buy a thing you can get along without your ration points in full. 
... that’s helping to prevent inflation. When you decide this 3. Keep your own prices 
is a bad time to ask more money for the things you sell down. Don’t take advantage 
‘ 2 4 : : of war conditions to ask more 
or to fight for a raise . . . that’s helping to prevent inflation. for your labor, your services, 
When you pay up all your debts. . . that’s helping prevent or the goods you sell. 
inflation. AND SOMETHING MORE! 4. Save Buyandhold }jgLP 
allthe War Bonds you 
It’s the best way to protect yourself against a de- can afford — to help 
a= d oe pay for the war and 
pression if one should occur, and the best way to prepare insure yourfuture. KEEP 
yourself for tomorrow’s opportunities if times are good. Keep up 
2 i your in- 
The smart thing today is to save, not splurge. Don’t surance. p 
get hooked again! i Wh 


A United States War message prepared by the War Advertising Council; approved by the Office of War 
Information; and contributed by this magazine in cooperation with the Magazine Publishers of America. 
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Shorts FOUND & FIXED 


in electrical sales... GF 


The rush requisitions for the special 
type tra nsfo rmers burned out somewhere 
along the line... Socket sales weren't 
sparking... Armature and condenser 
orders showed erratic rpm’s... Battery 
jumpers were jumpy. So was the sales 
manager. Late reports and inadequate 
information were short circuiting his 
operation, slowing up the rpm’s on this 
electrical supply company’s 3,000,000 
orders, 450 salesmen, 170 branch offices. 


A McBee man was called in to study 
the situation; and devised a custom- 
built Keysort installation that sorts 
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and tabulates all orders in minimum 
time... brings full accurate reports 
on orders and sales costs by states, 
districts, branches, men and customers 
three weeks earlier than before... and 
saves $20,060 a year over the system 
previously used! 

McBee methods and products are 
proved in thousands of companies... 
on sales analysis, production control, 
inventory, labor distribution, voucher 
distribution, personnel, statistics and 
research .. . If you need management 
reports faster — perhaps McBee can 
help. Just call any of our forty offices. 


“<> THE McBEE COMPANY 


WKS SOLE MANUFACTURERS OF KEYSORT 
295 Madison Ave., New York 17,N.Y. . . Offices in principal citves 
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Picker X-Ray Photo 


in One Look! 


@ Armor plate must be flawless or our soldiers will be endangered. En- 
gineers must know the metal is perfect...so an X-Ray picture gives 
proof in one look. 

Quick proof also is important in your business figuring. You must 
know the figures are right ...and the Printing Cal!culator’s tape proves 
all factors in one look. 

Notice the tape as the machine prorates the electric light expense of 
$112.75 for three departments. Floor spaces are 1362, 1135, and 1223 
sq. ft. with $0.030309 as the cost per sq. ft. The machine multiplies the 
cost by the square feet in each department, and finds and proves the pro- 
rated expense of $41.28, $34.40, and $37.07. 

Take a look...the printed tape is your permanent proof. You kuou 
you're right the first time. 

ONLY the all-purpose Printing Calculator prints as it multiplies, 
divides, adds and subtracts. It saves time and avoids mistakes because 
there’s no copying from dials, no need for extra proof. 

Inexperienced clerks figure on this machine easily from the very first 
day because of its simplified operation. The 10-numeral-key keyboard 
requires no specialized training and leads naturally to touch operation. 

In every kind of figure work — statistics, billing, payrolls, etc.—the 
Printing Calculator aids business to more accurate fast figuring. Let 
itaid YOU. Phone the nearest Remington Rand office for a dem- 
onstration Today, or write to us at Buffalo 5, N. Y., for the free 


booklet TOPS. 


The Printing Calculator is available on WPB approval, to help conserve manpower, ex- 
pedite warwork, maintain necessary civilian economy. Talk it over with our representative. 
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J. K. LASSER 
Keeammends a new tax book 


Mr. Lasser says: 


You can subscribe to a grand tax service by 


Rabkin & Johnson . . . The book is by all 


odds (to me) the finest editorial simplifica- 


tion of the law, regulations, and decisions 


that is published. Moreover, it is written 


in simple, understandable style. And it is 


beautifully indexed. Both men are distin- 


guished practitioners. 


(The Journal of Accountancy, November 1944, p. 413) 


SEND FOR FREE APPROVAL OR SEND FOR FULL DESCRIPTION 


MATTHEW 
BENDER 
& CO. 
ALBANY, 
me. ¥. 


Name 





Send Rabkin & Johnson on Federal Income Estate & Gift 
Taxation (2 vols., $30 including full year’s service)—2 week 
FREE APPROVAL. 


Fo Pe EMM PE OAC re re Cer Ecos 
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Which 
MACHINE 
Shall 7 Recommend 7 


QHOULD you have occasion to 
\ recommend accounting or billing 
machines to your clients . . . we can 
be of service. 


You will find in our showroom, office 
machines of almost every make and 
model . . . reconditioned by factory- 
trained mechanics, to look and operate 
like new. Each machine is guaranteed, 
and serviced FREE, for one year. 


A Systems and Methods Representa- 
tive will be glad to work with you in 








recommending the proper machine for 
your clients. 





ADDRESSING MACHINE & EQUIPMENT COMPANY 





326 BROADWAY « NEW YORK 7, N. Y. 
WOrth 2-5337 
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Announcement of 


1945 PRIZE ESSAY CONTEST 


‘ The Board of Directors of the Society has authorized the Com- 
mittee on Publications to conduct a prize essay contest, the 
essays to be on a subject of interest to the accounting profession 

' and suitable for publication in The New York Certified Public 

d Accountant. Prizes in the amount of $150 for first prize, $100 

si for second prize, and $50 for third prize are offered. 

‘ The general rules of the contest are as follows: 

All papers shall be original and the manuscript shall be typed in 
duplicate on 814 x 11 stationery, double or triple space typing, and 
¥ should not be more than 5000 words. 

- * 

. The name of the individual submitting the paper should not appear 


thereon, nor should there be any other means of identifying the 
manuscript, which should be accompanied by a covering letter 
giving the contestant’s name and address. 

* 
When submitted to the judges, each manuscript will be given a 
key number of identification. 


* - . 
Manuscripts should be forwarded to The Managing Editor of The 
New York Certified Public Accountant, 15 East 41st Street, New 
York 17, N. Y., on or before May 1, 1945. Awards will be 
announced as soon thereafter as possible. 
* 

All papers submitted shall become the property of the New York 
State Society of Certified Public Accountants and shall be avail- 
able for publication in The New York Certified Public Account- 
ant. The decision of the judges shall be final as to what papers 
may be entitled to prizes. 
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The matter contained in this publication, unless otherwise stated, are the statements and 
opinions of the authors of the articles, and are not promulgations by the Society. 
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Review of Important Federal Tax 
Decisions of 1944 


By Datias Biair-SmitH, C.P.A. 


A= in past years, a large volume of 
federal tax decisions continued to 
fatten the reference books during the 
calendar year 1944. There were 
some 630 Tax Court decisions (of 
which 225 were officially published), 
15 Supreme Court decisions, and 
bout 500 decisions of the other fed- 
eral courts of original and appellate 
jurisdiction. In this review only a 
few of these cases are discussed. 
Your reviewer has attempted to se- 
lect cases on new points, including 
the appellate decisions which illus- 
trate the application and develop- 
ment of the important rule enunci- 
ated by the U. S. Supreme Court 
in the 1943 Dobson decision. 


Development of the Dobson Rule. 





DatLtas Brarr-Sm1TH, C.P.A., 
author of Review of Important 
Federal Tax Decisions of 1944, 
received the A.B. degree from 
Harvard University and com- 
pleted accounting courses in Col- 
umbia University. He has been a 
member of the Society since 1938 
and is serving at present on the 
Federal Taxation Committee. 











320 U. S. 489, rehearing denied 321 U. S. 231. 
Accountant, February 1944, Vol. XIV, No. 5, ‘ 


of 1943” by Samuel Joyce Sherman, C.P.A., L. 


—In 1944 there was considerable de- 
velopment and application of the 
rule in Dobson et al. v. Com’r, In its 
opinion by Mr. Justice Jackson the 
Supreme Court admonished the Cir- 
cuit Courts of Appeals that the 
“findings of fact” of the Tax Court 
are not reviewable by an appellate 
court if the findings have “warrant 
in the record” and a reasonable basis 
in the law, and that the same is true 
of the Tax Court’s selection of what 
course to follow in resolving tax 
questions such as those of “proper 
accounting,” if there is no statutory 
provision or regulation upon the 
point. The Court further stated that 
when the appellate court cannot 
separate the elements of a decision 
so as to identify a “clear-cut mistake 
of law,” the decision of the Tax 
Court must stand. 

That the appellate courts are de- 
ferring to this admonition and are 
applying the rule to the best of their 
ability is apparent from a number of 
1944 decisions. However, the full 
meaning of the rule laid down by 
the Supreme Court is not yet clear 
to the Circut Courts of Appeals, and 
there appears to be disagreement 
among the Justices of the Supreme 


See The New York Certified Public 


‘Review of Important Federal Tax Decisions 
EE. 
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Court itself on some aspects of the 
Dobson opinion. 

Within three weeks after the Su- 
preme Court’s Dobson decision the 
First Circuit? reversed a decision of 
the Board of Tax Appeals (now the 
Tax Court), which had taxed as 
rental income to a lessor corporation 
the payment by the lessee, to the 
lessor’s stockholdlers, of dividends 
on preferred stock which had been 
guaranteed by the lessee. The Cir- 
cuit Court thought that the guaran- 
teed payments were not in considera- 
tion of the lease and that they did 
not constitute income to the lessor- 
taxpayer either actually, theoretical- 
ly, or in contemplation of law. How- 
ever, the Court had doubts as to the 
applicability of the Dobson decision, 
which it expressed as follows: 


We think that the issue in this 
case is not one in which the decision 
of the Tax Court 1s binding upon the 
reviewing court. Helvering v. Ameri- 
can Dental Co., 318 U. S. 322 
(1943). Perhaps we are wrong in 
this, in view of the latest decision of 
the Supreme Court in Dobson v. 
Commissioner, decided December 20, 
1943. Whether the Dobson case was 
intended to introduce a revolution- 
ary limitation upon the scope of 
judicial review as previously under- 
stood and practiced, or merely to re- 
emphasize that under the revenue act 
the decisions of the Tax Court may 
be reversed only if ‘“‘not in accord- 
ance with law”, is a question which 
will no doubt perplex the circuit 
courts of appeals until further light 
is shed upon the Dobson case by later 
decisions of the Supreme Court. 
The question in the Dobson case, 
whether the payments which the 
taxpayer received in the taxable year 
constituted income to him or were 


in the nature of a return of capital, 
seems to have been regarded by the 
Supreme Court as merely an issue 
“of proper tax accounting” and, as 
such, a question of fact on which the 
Tax Court’s decision is final if sup- 
portable on a rational basis. It does 
not seem to us that the issue in the 
case at bar, whether the payment to 
petitioner's preferred stockholders 
pursuant to the guaranty is income to 
petitioner, is a mere question of 
“proper tax accounting”. It is cer- 
tainly no more so than the issue 
involved in Helvering v. American 
Dental Co., supra. Futhermore, in- 
sofar as the Board’s conclusion was 
not arrived at by an independent 
exercise of its own judgment but by 
the deference which it felt obliged 
to pay to the decision of the Supreme 
Court in the Joliet case, the Board’s 
conclusion is not binding on us. 
Commissioner v. Heininger, U. S. 
Supreme Court, decided December 
20, 1943. 


The Supreme Court in a recent 5-4 
decision, McDonald v. Com’r,? upheld 
the Tax Court in disallowing the de- 
duction of the campaign expenses of a 
taxpayer seeking election as a State 
judge. After construing the law and 
deciding that such expenses are not 
ordinary and necessary business ex- 
penses* or non-business expenses,” or a 
loss incurred in a transaction entered 
into for profit,® the majority opinion 
apparently sought to amplify and 
strengthen the Dobson rule in the fol- 
lowing language: 

Even if these conclusions, in the 
setting of federal income tax legisla- 
tion, derived less easily than they 
do from the statutory provisions 
under scrutiny, we should not be in- 
clined to displace the views of the 
Tax Court with our own. Of course 


? Denholm & McKay Realty Co. v. Com’r, 139 F. (2d) 545, rev’g B.T.A. Memo. 
765 S. Ct. 96, aff’g 139 F. (2d) 400, aff’g 1 T. C. 738. 


* Code Section 23(a) (1) (A). 


* Code Section 23(a) (2), added by Section 121, 1942 Act. 


* Code Section 23(e) (2). 
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the Tax Court cannot define the 
limits of its own authority. And in 
cases like Commissioner v. Hein- 
inger, 320 U. S. 467 where the Tax 
Court mistakenly felt itself bound 
by superior judicial authority, we 
must give corrective relief. But, as 
a system, tax legislation is not to be 
treated as though it were loose talk 
or presented isolated abstract ques- 
tions of law casting upon the federal 
courts the task of independent con- 
struction. Tax language normally 
has an enclosed meaning or has 
legitimately acquired such by the 
authority of those specially skilled 
in its application. To speak of tax 
determinations made in the system 
of review specially designed for fed- 
eral tax cases as technical is not to 
imply opprobrium. 


Having regard to the controversies 
which peculiarly call for this Court’s 
adjudication and to the demands for 
their adequate disposition, as well as 
to the exigencies of litigation gener- 
ally, relatively few appeals from Tax 
Court decisions can in any event 
come: here. That court of necessity 
must be the main agency for nation- 
wide supervision of tax administra- 
tion. Whatever the statutory or 
practical limitations upon the exer- 
cise of its authority, Congress has 
plainly designed that tribunal to 
serve, as it were, as the exchequer 
court of the country. Due regard 
for these considerations is the under- 
lying rationale of Dobson v. Commis- 
sioner, 320 U. S. 489. We are there- 
fore relieved from discussing the 
numerous cases in which the Tax 
Court or its predecessor, the Board 
of Tax Appeals, allowed or disal- 
lowed deductions and their bearing 
on the situation before us. To do 
so involves detailed analysis of the 
special circumstances of various 
“businesses” and expenses incident 


* 321 U. S. 281, aff’g 135 
*65 S. Ct. 169; aff’g 139 
which rev'd 47 B. T. A .474. 


1945 


to their “carrying on”. We shall not 
enter this quagmire of particularities. 


However, a strong dissenting opinion 
points out that the majority did not 
accept all the views of the Tax Court 
and argues that neither the Dobson 
case nor any other to which the Court's 
opinion points has indicated that the 
Supreme Court should accept the Tax 
Court’s construction of a statute while 
repudiating the reasons on which its 
conclusions rested. Since one Justice 
concurred only in the result of the 
Court’s opinion, and four Justices dis- 
sented, it is not clear that a majority of 
the Court thought the Dobson rule ap- 
plicable in the McDonald case. 

In Security Flour Mills Co. v. 
Com’r,” a new leading case discussed 
elsewhere in this review, the Supreme 
Court reversed the Board of Tax Ap- 
peals and disallowed the accrual of a 
deduction which had been allowed by 
the Board under the qualifying clause 
in Section 43. Evidently the majority 
of the Court, which construed Section 
43, thought the issue a question of law, 
and not of “tax accounting.” However, 
it is interesting to note that in dissent- 
ing Mr. Justice Jackson, who wrote the 
Dobson opinion, and Mr. Justice Doug- 
las expressed the opinion that the case 
vas governed by the Dobson rule, and 
would have upheld the Board. 


In a third case, Com’r v. Scottish 
American Investment Co. Ltd., et al.,® 
the Supreme Court Justices do appear 
to be in agreement on one phase of the 
Dobson rule, and its application to 
proper findings of fact by the Tax 
Court may probably be regarded as set- 
tled. The issue before the Court was 
whether the Board of Tax Appeals had 
drawn proper inferences from the rec- 


- ord in finding that the taxpayer had 


an “office or place of business” in 
the United States so as to be en- 


F. (2d) 165, which rev'd 45 B. T. A. 671. 
F. (2d) 419, which aff'd 47 B. T. A. 474; rev’g 142 F. (2d) 401, 
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titled under prior law® and regula- 
tions'’ to be taxed as a resident foreign 
corporation. The Court, citing Dobson 
v. Com’r and several other Supreme 
Court decisions," held that there was 
adequate support in the evidence for 
what the Board had inferred, and that 
its conclusions in this case could not be 
set aside on appellate review. 

Two appellate courts are in conflict 
as to the applicability of the Dobson 
rule to the question whether the Tax 
Court has applied proper tests in de- 
termining the year in which property 
became worthless. The Court of Ap- 
peals for the District of Columbia was 
asked to review a decision of the Board 
of Tax Appeals (now the Tax Court) 
in which it had been held that certain 
stock became worthless prior to the 
taxable year, and was not deductible as 
a loss for the taxable year. The Court 
of Appeals,’* being convinced that the 
Board’s test was too objective and that 
it disregarded what the taxpayer might 
think of his investment, applied a more 
subjective test'* and reversed. A dis- 
senting Judge, however, while in 
sympthy with the conclusion of the 
majority, did not feel free to apply the 
equities of the situation, and expressed 
the opinion that the Court must affirm, 
as the Dobson rule applied. With this 
dissent the Seventh Circuit agreed, and 
in a case before it’ refused to deter- 
mine whether the Tax Court should 
have used a subjective or objective test, 
applying the Dobson rule to sustain the 
Tax Court’s finding as to the year in 
which certain mining property became 
worthless. The Seventh Circuit said 
it could not substitute its own judgment 


* Section 231 (b), 1936 and 1938 Acts. 


for that of the Tax Court on a question 
of value. 

The question whether trust income 
is taxable to the grantor under Section 
22(a) appears to be a question of law 
to which the Dobson rule does not ap- 
ply.’ The Sixth Circuit reversed the 
Tax Court in holding that the income 
of certain short-term trusts were not 
taxable to the grantor under the 
Clifford'® doctrine. In a dissenting 
opinion one Judge disagreed with the 
majority, and further expressed the 
opinion that the Tax Court decision 
should be affirmed under the Dobson 
rule, as it had “warrant in the record” 
and a “reasonable basis in the law.” 
However, the Tenth Circuit’? evidently 
did not agree with the foregoing dis- 
sent, as it too reversed a decision in- 
volving a short-term trust the income 
from which had been taxed to the 
grantor by the Tax Court. The Circuit 
Court said there were no disputes in 
the evidence and adopted the Tax 
Court's findings of fact i toto; but it 
decided that the finding that the tax- 
payer was the owner of the trust prop- 
erty was not a finding of fact covered 
by the Dobson rule, but rather a con- 
clusion of law with which it disagreed. 

In the Dobson decision the Supreme 
Court reiterated that “the judicial func- 
tion is exhausted when there is found 
to bea rational basis for the conclusions 
approved by the administrative body.” 
The two following decisions by the 
Court of Appeals for the District of 
Columbia illustrate application or at- 
tempted application of that rather 
ic admonition. Where the Tax 
had found that under a contract 


cry 





* Art. 231-1, Reg. 94 and Reg. 101; Sec. 19.231-1, Reg. 103. | 
" Helvering v. Nat'l Grocery Co., 304 U. S. 282, 294; Wilmington Trust Co. v. Helver- 


ing, 316 U. S. 164, 168; Com’r v. Heininger, 32( 


)U. S. 467, 475. 


* Smith v. Helvering, 141 F. (2d) 529, rev’g B.T.A. Memo. 


eet): S. 
415; Raisseur v. Com’r, 129 F. (2d) 820. 


v. White Dental Mfg. Co., 274 U. S. 398; Rosing v. Corwin, 88 F. (2d) 


* Superior Coal Co. v. Com’r, C.C.A:-7, Dec. 7, 1944, aff’'g T. C. Memo. 
Central Nat'l Bank of Cleveland, Ex'r v. Com’r, 141 F. (2d) 352, rev’g T. C. Memo on 


this issue. 


* Helvering v. Clifford, 309 U. S. 331 (1940). 
) 


* Armstrong v. Com’r, 143 F. (2d 
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patents had been purchased by the tax- 
payer, and that the sums paid were not 
royalties subject to withholding, the 
Court of Appeals'* affirmed under the 
Dobson rule, believing that the conclu- 
sion reached by the Tax Court had a 
rational basis supported by the stipu- 
lated facts and the established law. In 
a processing tax refund case the Pro- 
cessing Tax Board of Review after 
extended hearings found that the claim- 
ant had not shifted the burden of the 
tax in any manner. The Court’? under 
the Dobson rule adopted the Board’s 
thirty-one findings of fact and affirmed 
its decision granting the refund. A 
dissenting Judge, however, believed 
that the decision of the Board had no 
rational basis in the evidence and was 
based upon errors of law, and would 
have reversed. 

When the appellate court cannot 
identify a “clear-cut mistake of law,” 
it must affirm under the Dobson rule. 
A taxpayer’s land was condemned by 


‘the City of Los Angeles, and he ap- 


pealed the condemnations. He agreed, 
however, with a third party to dis- 
missal of the appeal in consideration 
tor the payment of $41,000 by the third 
party. That amount the Tax Court held 
to be ordinary income and not capital 
gain, as it was not a part of the pro- 
ceeds of the condemnation. The Ninth 
Circuit*® affirmed, stating that the ques- 
tion confronting the Tax Court was one 
of fact, but adding : 

... Perhaps the [Tax] Court’s de- 
cision may be said to embody a mixed 
determniation of law and fact, but if 
so we are not able to identify in the 
decision any “clear-cut mistake of 
law?!” warranting a reversal... . 


Two 1944 decisions of the Supreme 
Court may constitute a sort of negative 
application of the Dobson rule. The 


Court denied rehearing*? of Dobson 
et al. v. Com’r** which was requested by 
the two taxpayers in that case who had 
some taxable income from the 1939 re- 
coveries from the vendor of stock which 
they had previously purchased and had 
sold at a loss. The Board (now the 
Tax Court) had taxed such recoveries 
as ordinary income, and the taxpayers 
asked the Supreme Court to hold that 
they were capital gain. The Court 
pointed out that a transaction, to be 
subject to the capital gain provisions 
must be a sale or exchange, and said: 


... The Tax Court did not find 
as a matter of fact, and we decline 
to say as a matter of law, that the 
transaction was a “sale or exchange”’ 
of a capital asset in the accepted 
meaning of those terms . 


In Equitable Life Assurance Society 
v. Com’r** the Supreme Court took 
somewhat the same attitude. The 
Court was asked to hold that certain 
amounts designated as “excess interest 
dividends” and paid by the insurance 
company on matured policies under 
certain supplemental contracts were de- 
ductible as “interest.” These amounts, 
which were in excess of regular interest 
at 3 per cent, were payable only when 
declared by the insurance company. 
Stating that more proof was needed 
than the contents of the policies and 
the stipulation of facts, but that no 
additional evidence was offered to the 
Tax Court, the Supreme Court refused 
to hold as a matter of law, on the basis 
of the meager evidence before it, that 
the payments were “interest.” The 
Tax Court's finding, that they were not, 
was therefore upheld under the Dobson 
rule. 

As Section 102 cases are essentially 
fact cases, they will apparently not be 


* Com’r v. Celanese Corp. of America, 140 F. (2d) 339, aff’'g T. C. Memo. 

*” Helvering v. Insular Sugar Refining Corp., 141 F. (2d) 713, aff'g P.T.B.R. op. 
” Clover v. Com’r, 143 F. (2d) 570, aff’'g T. C. Memo. 

** See also Walker v. Com’r, C.C.A.-6, Dec. 4, 1944, aff’'g T. C. Memo. 


“321 U.S. 231. 
* 320 U. S. 489. 


* 321 U. S. 560, aff’g 137 F. (2d) 623, which modified 44 B.T.A. 293. 
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cousidered to be reviewable on their 
merits. The following quotation from 
an opinion of the Second Circuit®® by 
Judge Frank may exemplify the atti- 
tude of the appellate courts: 


The Tax Court found that tax- 
payer's earnings or profits were per- 
initted to accumulate beyond the rea- 
sonable needs of the business. Under 
the express terms of Section 102(c) 
this finding, if valid, created a pre- 
sumption that the purpose of the 
accumulation was to avoid surtax 
upon the shareholders unless the tax- 
payer proved the contrary by a clear 
preponderance of the evidence. The 
Tax Court found that the taxpayer 
had not done so. Both those findings 
constitute determinations of fact, 
which, under the narrowest inter- 
pretation: of Dobson yv. Commis- 
sioner, 320 U. S. 489, we cannot 
disturb unless we consider them, as 
we do not, unsupported by substan- 
tial evidence... 


In another case under Section 102, 
he Tax Court found that the tax- 
yayer was availed of for the pur- 
ose of preventing the imposition 
f surtax upon its’ shareholders, 
hough the principal stockholder and 
other witnesses had denied the pro- 
hibited purpose. The Fifth Cir- 
cuit?® pointed out that there was a 
controversy of fact, and affirmed 
under the Dobson rule. 

That proper conclusions of fact 
by the Tax Court or other court of 
original jurisdiction, whether or not 
based upon conflicting evidence, are 
not reviewable is further illustrated 
by a number of recent decisions in 
which this element of the Dobson rule 
was applied: 


t 
I 
I 


1. Where the Tax Court had de- 
termined the original cost of a build- 
ing to a corporation and had refused 


* Gunlocke Chair Co. v. Com’r, C.C.A.-2, 


to include alleged contractor’s com- 
missions paid to the principal pro- 
moter and ‘sole shareholder, because 
it was not convinced that any amount 
was actually paid for contractor’s 
services, the Supreme Court’ up- 
held the findings, citing its Dobson de- 
cision. Likewise in the same case the 
Tax Court was upheld in its conclu- 
sion, reached after hearing vague testi- 
mony, that two small deductions for 
repairs were not properly taken, hav- 
ing been claimed and allowed in the 
preceding year. 

2. A taxpayer on the accrual basis 
sold certain shares of stock to a gas 
company under an agreement whereby 
the taxpayer could apply against the 
sale price one-half of its monthly bills 
for gas used. There was a gain on 
the sale, which the Tax Court held to 
be taxable when the proceeds of the 
sale exceeded the cost of the shares 
sold, not when the contract was signed. 
The Eighth Circuit affirmed,?* stating 
that the question is one of fact on con- 
flicting evidence, on which the finding 
of the Tax Court is beyond its power 
to review. 

3. A District Court had found that 
the purchase of stock by the issuing 
corporation from the taxpayer did not 
constitute a cancellation or redemption 
of the stock nor was such purchase 
effected at such time or in such man- 
ner as to make the transaction essen- 
tially equivalent to the distribution of a 
taxable dividend under Section 115(g). 
The Seventh Circuit?® felt required to 
accept these findings as findings of 
fact, and affirmed. 

4. In an estate tax case the Tax 
Court allowed a deduction for charit- 
able bequests where the remainder be- 
queathed to the charities could be in- 
vaded for the benefit of the life tenant. 
The Tax Court found that “the possi- 
bility that the charitable bequests would 


Nov. 16, 1944, aff’'g T. C. Memo. 


* Medical Arts Hospital of Dallas v. Com’r, 141 F. (2d) 404, aff’g T. C. Memo. 
* Claridge Apartments Co. v. Com’r, 65 S. Ct. 172. 

* Harding Glass Co. v. Com’r, 142 F. (2d) 41, aff'g T. C. Memo. on this issue. 

* Fox v. Harrison, C.C.A.-7, Nov. 18, 1944, aff’g D.C., N.D. Ill, Sept. 14, 1943. 
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fail or be diminished was so remote as 
to be nil.” The Fourth Circuit*® stated 
that the conclusions of the Tax Court, 
resting as they do upon a finding of 
fact, must be affirmed. 

5. That valuations of property by 
the Tax Court are findings of fact and, 
if supported by adequate evidence, will 
be upheld on review is illustrated by 
a number of new decisions. Valuations 
recently upheld include: 

(a) The fair market value of pref- 
erence stock issued as a divi- 
dend ;*! 

(b) The value of property for gift 
tax purposes ;*° and 

(c) The value of gift property for 
gift tax purposes was reduced 
by indebtedness for which it 
was pledged as security, and 
such reduction was upheld.** 

6. Two estate tax decisions again 
indicate that a finding of the Tax Court 
with respect to a taxpayer's motives 
will, if properly supported by the evi- 
dence, be upheld on appeal. The Sec- 
ond Circuit** cited the Dobson case in 
adopting the Tax Court's finding that 
certain property had been transferred 
by a decedent in contemplation of 
death, so as to require it to be included 
in the gross estate, and the Sixth Cir- 
cuit handed down a decision** in which 
it upheld similar findings of the Tax 
Court. The determination of a tax- 
payer's motive is important in the ap- 
plication of several sections of the 
Code, among them Section 129,°° re- 
lating to “acquisitions to evade or 
avoid income or excess profits taxes.” 
Are we to infer that if, in the applica- 


tion of that Section, the Tax Court 
concludes that a taxpayer’s principal 
purpose was to avoid taxes, there will 
be a chance to obtain a reversal only 
if the appellate court thinks the Tax 
Court drew improper inferences 
from the record? 

7. The following findings of fact 
were also upheld under the Dobson 
rule: 

(a) That a taxpayer was engaged 
in the business of buying and 
selling securities after a certain 
date ;*” 

(b) That the cost of construction of 

a new tunnel for a coal mine 
past its development stage is a 
capital expenditure recoverable 
through depletion, and not an 
ordinary expense ;** 
That a taxpayer had not borne 
the burden of processing taxes 
for which it sought a refund ;*° 
That there was consideration 
for a transfer of property, so 
that a “sale or exchange” oc- 
curred ;*° 
That an annuity contract and a 
single premium life insurance 
policy purchased on the same 
day are two separate invest- 
ments, not a single investment ;*? 
and 
(f) That the taxpayer failed to 
prove that certain expenditures 
were “for the management, con- 
servation, or maintenance of 
property held for the produc- 
tion of income,’ and they were, 
therefore, not deductible as an 
expense by the individual.*” 


_~ 
Q 


ar, 
a 
jar 


o 


’Com’r vy. Robertson Estate, 141 F. (2d) 855, aff’g B.T.A. Memo. 


* Supplee-Biddle Hardware Co. v. Com’r, C.C.A.-3, Aug. 25, 1944, aff’g T. C. Memo. 
* Hyman v. Nunan, 143 F. (2d) 425, aff’g 1 T. C. 911. 

* Com’r v. Procter, 142 F. (2d) 824, aff’g T. C. Memo. on this issue. 

* Buckminster Estate v. Com’r, C.C.A.-2, Nov. 16, 1944, aff’g T. C. Memo. 


* Kroger Estate v. Com’r, C.C.A.-6, Dec. 
* See also Section 112(i) and (k), L.R.C. 


4, 1944, aff’g T. C. Memo. 


* Fuld v. Com’r, 139 F. (2d) 465, aff’g 44 B.T.A. 1268. 

* Repplier Coal Co. v. Com’r, 140 F. (2d) 544, aff’g T. C. Memo. on this issue. 
* Franklin Peanut Co. v. Com’r, C.C.A.-4, Aug. 26, 1944, aff'g T. C. Memo. 

* Stamler vy. Com’r, 145 F. (2d) 37, aff’g T. C. Memo. 

“* Helvering v. Meredith, 140 F. (2d) 973, aff’'g T. C. Memo. 

“ Walker v. Com’r, C.C.A.-6, Dec. 4, 1944, aff’g T. C. Memo. 
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In the Dobson decision** itself the 
Supreme Court observed: 


It is difficult to lay down rules as 
to what should or should not be re- 
viewed in tax cases except in terms 
so general that their effectiveness in 
a particular case will depend largely 
upon the attitude with which the 
case is approached .. . 


The truth of that observation is 
borne out by the difficulties which the 
appellate courts have experienced in 
their conscientious attempt to apply 
the Dobson rule in the past year. It 
seems to your reviewer that the Su- 
preme Court in elaborating an old rule 
wrote a sweeping essay which suc- 
ceeded in confusing the lower courts 
but itself as well. Further difficulties 
will no doubt be experienced in the 
future. It may be, however, that the 
Circuit Courts will feel, as the Supreme 
Court does, that it is undesirable to 
have numerous appeals of technical tax 
cases, and will lean toward affirming 
the Tax Court's findings and conclu- 
sions, unless a “clear-cut mistake of 
law” can be identified. 

Time of Accrual of Deductions.— 
Two Supreme Court decisions last year 
dealt with the accrual of deductions. 
In the first of these, Dixie Pine Prod- 
ucts Co. v. Com’r,** the Court held that 
a taxpayer on the accrual basis may not 
accrue and deduct the amount of a tax 
the liability for which it is contesting 
in the State courts. The Court pointed 
out that it has long been the rule that 
to warrant accrual all the events must 
occur in the taxable year which fix the 
amount and the fact of the taxpayer's 
liability*® and said that this cannot be 
the case where the liability is contingent 
and is contested by the taxpayer.*® The 


© 320U. S. 489. 
*320.U. S. 516. 


U.S. v. Anderson, 269 U. S. 422 (1926). 


Court further stated that the taxpayer 
must await the event of the State court 
litigation, and claim a deduction only 
for the vear in which its liability for the 
tax was finally adjudicated. The deci- 
sions of the Fifth Circuit and the Board 
of Tax Appeals*? were upheld, and the 
Supreme Court observed that since the 
3oard applied the correct rule of law, 
there being many Board decisions to 
the same effect, its determination that 
the item in question was not properly 
deducted on the accrual basis is entitled 
to the finality indicated in the Dobson 
case. However, the Court’s observa- 
tion appears to be of little moment, as 
it decided the case on the merits.*® 

The Dixie Pine Products decision 
(supra) was applied by the Tax 
Court** to disallow as deductions for 
1937 and 1938 certain contested State 
income taxes for those years which 
were neither asserted nor contested 
until 1941, though in the Supreme 
Court case the contest was begun 
before the end of the taxable year 
for which the deduction was claimed. 
Also the Tax Court in another case 
disallowed the deduction of federal 
capital stock tax paid by a cash basis 
taxpayer and refunded in a later year, 
and its decision was affirmed on the 
authority of the Dobson and Dixie Pine 
Products decisions by the Third Cir- 
cuit,°’ which said that the authority for 
deducting a tax paid is no different 
from that for deducting a tax accrued. 
Upon rehearing the Circuit Court re- 
affirmed its decision, but mainly on the 
ground that no legal liability for pay- 
ment of the capital stock tax had ever 
existed. 

That the principle of the Dixte Pine 
Products case applies to deductions 
other than deductions for taxes is in- 


“ Lucas y. American Code Co., 280 U. S. 445 (1930). 


134 F. (2d) 273, aff’g 45 B.T.A. 286. 


“See Van Norman Co. v. Welch, 141 F. (2d) 99. 


* Burton-Sutton Oil Co., Inc., 3 T. C. 1187. 


* Cooperstown Corp. v. Com’r, C.C.A.-3, Jan. 19, 1944; reaffirmed C.C.A.-3, Aug. 30, 


1944, cert. den. Nov. 13, 1944. 
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dicated by language of the Supreme 
Court in Security Flour Mills Co. v. 
Com’r (infra) and by the Tax Court's 
application of the principle® to a tax- 
payer’s accrual and deduction of addi- 
tional wages under the Fair Labor 
Standards Act, the liability for which 
the taxpayer denied and contested. The 
Tax Court held that the additional 
wages were deductible in 1940 when 
the contest was settled and payment 
made, and that no part of the wages 
was deductible in 1938 and 1939, 
though some of the services of the em- 
ployees had been rendered in those 
years. 

The Supreme Court decision in Se- 
curity Flour Mills Co. v. Com’r®? con- 
tains the Court’s construction of Sec- 
tion 43, which provides that deductions 
and credits shall be taken for the tax- 
able year in which “paid or accrued” 
or “paid or incurred” dependent upon 
the method of accounting upon the basis 
of which the net income is computed, 
unless mn order to clearly reflect the in- 
come the deductions and credits should 
be taken as of a different period. 
[Italics supplied. ] 

The taxpayer had contested liability 
for 1935 A.A.A. processing taxes and 
had not paid them to the Collector. 
However, it had accrued a liability for 
the taxes on its books, and had included 
processing taxes in the price of goods 
sold to its customers in 1935. Repay- 
ments of certain amounts so included 
were voluntarily made to customers in 
1936, 1937 and 1938, and the Board of 
Tax Appeals, applying the qualifying 
clause of Section 43 which is set out in 
italics above, allowed the deduction of 
such amounts in 1935. The argument 
was that the money had been received 
from the customers in 1935, and the 
repayments, though made in _ later 
years, should be offset against the 1935 


income. The Tenth Circuit reversed 
the Board and the Supreme Court up- 
held the Circuit Court. 


The Supreme Court, citing its deci- 
sion in the Dixie Pine Products case 
(supra) held, first, that the liability 
for the 1935 processing taxes did not 
accrue, as payment thereof was con- 
tested by the taxpayer and the taxes 
were never paid to the Collector. Sec- 
ondly, it disagreed with the taxpayer’s 
contention that the qualifying clause in 
Section 43 operates to allow the deduc- 
tion in a year different from the year 
of accrual where, upon analysis of any 
transaction, it is found that it would 
be unjust or unfair not to isolate the 
transaction and treat it on the basis of 
its long-term result. The Court quoted 
from the Congressional Committee re- 
ports under the 1924 Act, when the 
clause was inserted in the law, and 
stated that it is clear that the purpose 
was to take care of fixed liabilities pay- 
able in fixed installments over a series 
of years. As an example, the Court 
states that a tenant who would not be 
compelled to accrue in the first year of 
a lease the entire rental liability, nor 
would be compelled, if he saw fit to 
pay all the rent in advance, to deduct 
the whole payment as an expense for 
the current year.** 

The Court cited with approval and 
quoted from its former decision in 
Burnet v. Sanford & Brooks Co.** to 
the effect that all the Revenue Acts 
have uniformly assessed the tax on the 
basis of annual returns showing the 
net result of all the taxpayer’s trans- 
actions during a fixed accounting 
period, and that this is necessary so 
that the system of taxation should pro- 
duce revenue ascertainable, and pay- 
able to the Government, at regular in- 
tervals. Then citing a number of its 


* Atlantic Coast Line RR. Co.,4 T. C—, No. 16. 

*? 321 U. S. 281, aff’g 135 F. (2d) 165, which rev'd 45 B.T.A. 671. 

** The quotation from the Committee reports also suggests that the qualifying clause in 
Section 43 is the authority for prorating prepaid interest on a time basis in the conventional 


manner. 
* 282 U. S. 359, 363. 
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other decisions,®*® the Court in its Se- 
curity Flour Mills opinion said: 


The legal principle has often been 
stated and applied. The uniform 
result has been denial both to gov- 
ernment and to taxpayer of the 
privilege of allocating income or out- 
go to a year other than the year of 
actual receipt or payment, or, apply- 
ing the accrual basis, the year in 
which the right to receive, or the 
obligation to pay, has become final 
and definite in amount. 


The Court accordingly denied that 
Section 43 altered the rule so as to 
allow a hybrid system partly annual 
and partly transactional, as the tax- 
payer had contended, and stated as its 
opinion that the purpose of the lan- 
guage which Congress used was not to 
substitute, whenever in the discretion 
of an administrative officer or tribunal 
such course would seem proper, a 
divided and inconsistent method of ac- 
counting not properly to be denomi- 
nated either cash or an accrual system. 

The Security Flour Mills case has 
been applied by the courts to disallow 
the deduction of an attorney's fee 
which was contingent and did not be- 
come fixed until after the close of the 
taxable year,*® to disallow the deduc- 
tion in a decedent's return of an 
amount accrued by the executor for 
damages resulting from a suit for negli- 
gence which was settled after the tax- 
payer's death,** and to disallow to a 
subway contractor the estimated cost 


accrued on its books for future restora- 


tion work for which it would be liable 
under the contract.°* 

Time of Reporting Income.—The 
statement of principle included in the 
Supreme Court’s Security Flour Mills 
opinion (supra) embraces both deduc- 
tions and income, and that decision 
was cited and applied by the Tax Court 
in a case involving deferred income.*® 
The taxpayer in the case received or 
accrued amounts under contracts which 
obligated it to perform services for 
periods extending beyond the end of 
the taxable year. As in prior deci- 
sions, the Tax Court refused to allow 
the deferment of any of the income, and 
held that all amounts received or ac- 
crued in the taxable year must be re- 
ported. After citing the usual authori- 
ties on this point, the Tax Court went 
on to say that the rule and its under- 
lying reason were stated in the Se- 
curity Flour Mills case, and pointed to 
the paragraph from that decision which 
is quoted above. 

If it is true that the Supreme Court 
has again denied the authority of the 
Treasury and the courts to allow a 
proper accounting treatment of de- 
ferred income for tax purposes, it 
seems to your reviewer that a Code 
amendment allowing it is more urgent- 
ly needed than ever. Such a statu- 
tory amendment has been repeatedly 
recommended by accountants.® 


Restoration to Income of Deple- 
tion on Advanced Royalties.—The 
Supreme Court in Douglas et al. v. 
Com’r*' considered the question 


* Lucas v. Ox Fibre Brush Co., 281 U. S. 115, 120; Burnet v. Thompson Oil & Gas Co., 


283 U. S. 301, 306: lV oolford Realty Co. a 


Rose, 286 U. S. 319, 326; Tait v. Western 


Maryland Ry. Co., 289 U. S. 620, 624; Brown v. Helvering, 291 U. S. 193; Guaranty Trust 


Co. v. Com’r, 303 U. S. 493, 498. 


za om’r v. Blaine, MacKay, Lee Co., 141 F. (2d) 201, rev’g B.T.A. Memo. 
*Com'r v. U. S. Trust Co. of N. Y., Ex’r, 143 F. (2d) 243, rev’g 44 B.T.A. 1056, cert. 


den. Oct. 9, 1944. 


* Spencer, White & Prentis, Inc. v. Com’r, C.C.A.-2, July 10, 1944, cert. den. Dec. 4 


1944. 


* Your Health Club, Inc., 4 T. C. —, No. 46. 
” See “Revisions of the Internal Revenue Code: Recommendations by the Committee on 
Federal Taxation of the American Institute of Accountants”, The Journal of Accountancy 


for December 1944, Vol. 78, No. 6, pp. 460-462. 


"64S. Ct. 988, aff'g 134 F. (2d) 762, aff’'g and rev’g 46 B.T.A. 943. 
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whether depletion previously deducted 
from advanced minimum royalties re- 
ceived under a mining lease should be 
restored to income upon termination 
of the lease before any minerals were 
extracted, as required by the regula- 
tions.°? The Court upheld the regu- 
lation as valid, and pointed out that 
the taxpayer had received something 
in the year of termination of the lease, 
as the lessee had given up its right to 
extract the minerals covered by the 
advanced royalties. Two Justices dis- 
sented, believing it an unreasonable 
exercise of the rule-making authority 
to tax in one year amounts which had 
been deducted in several previous 
years, and thus impose a tax dis- 
advantage which defeats the advan- 
tage of the depletion deduction granted 
by Congress. 

One taxpayer in the case had taken 
a depletion deduction in a loss year 
and had received no benefit from it. 
The Eighth Circuit had taxed restora- 
tion of that deduction also, refusing to 
apply any “‘tax benefit” rule, and had 
reversed the Board on this point. The 
Supreme Court affirmed the Circuit 
Court on this issue by an equally di- 
vided Court (4-4), two Justices be- 
lieving that the deduction from which 
no benefit was derived should not be 
restored. The two Justices who dis- 
sented from the majority opinion as a 
whole never reached the tax benefit 
question. 


Filing of Personal Holding Com- 
pany Returns.—In Com’r v. Lane- 
Wells Co. the Supreme Court held 
that a personal holding company must 
file a separate personal holding com- 
pany return on Form 1120H, and that 
a regular corporation income tax re- 


turn on Form 1120 is insufficient to 
start the running of the statute of 
limitations on the assessment and col- 
lection of personal holding company 
tax, or to avoid the 25 per cent penalty 
for failure to file a return. The 
penalty for 1934 and 1935 was man- 
datory,** but for 1936 the penalty could 
be lifted if it were shown that failure 
to file Form 1120H was “due to rea- 
sonable cause and not due to willful 
neglect,”®* and the case was remanded 
to the Tax Court for a finding on the 
latter point as to 1936 only. 


The Supreme Court’s decision is re- 
garded by many as a harsh one. In 
the taxable years involved the tax- 
payer believed it was not a personal 
holding company, having been so ad- 
vised. Several years later the courts 
imposed personal holding company 
status, tax liability and the penalty. 
Unless a curative amendment of the 
Internal Revenue Code can be ob- 
tained, it would seem that in order 
to start the running of the statute and 
to avoid all question of the penalty™* 
corporations which may possibly be 
classified as personal holding com- 
panies should file timely returns on 
Form 1120H, claiming in appropriate 
cases that they should not be so classi- 
fied. 


Basis Reduction Under Section 
270 of the National Bankruptcy Act. 
—The Supreme Court opinion in 
Claridge Apartments Co. v. Com’r® 
contains a detailed history and ap- 
praisal of the tax features of the Na- 
tional Bankruptcy Act as amended by 
the Chandler Act in 1938. That amend- 
ment exempted from taxation any in- 
come arising from a modification or 
cancellation of indebtedness in a Sec- 


*® Art. 23(m)-10(c), Reg. 94; now Sec. 29.23(m)-10(c), Reg. 111. 

*§ 321 U. S. 219, rev’g and remanding 134 F. (2d) 977, which rev'd 43 B.T.A. 463. 

* Section 291, 1934 Act; Section 406, 1935 Act. 

* Section 291, 1936 Act (Section 291, I. R. C., is to the same effect). 

“a However, where a corporation believes in good faith, after taking advice of counsel, 
that it is not liable for tax, failure to file a return may be due to reasonable cause. See 


Lindback Foundation, 4 T. C. —, No. 77. 
“65.5.6. 372. 
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tion 77B or Chapter X proceeding,” 
and provided for the reduction of the 
basis of the debtor’s property by the 
amount of the debt cancellation, but 
not below the fair market value of the 
property.** The Court construed the 
applicability section®® of the Chandler 
Act, and ruled that the foregoing 
amendment did not apply in the case 
of a debtor corporation which was re- 
organized under Section 77B in pro- 
ceedings which had been closed by 
final decree prior to September 22, 
1938, the effective date of the Chandler 
Act. Hence the taxpayer in the 
Claridge case, the successor corpora- 
tion to a debtor reorganized in such 
a proceeding, did not need to reduce 
the depreciation basis of property 
which was transferred to it pursuant 
to the Bankruptcy Act reorganization. 
The 1943 Act? rendered inapplicable 
the basis reduction requirement’: of the 
Chandler Act, effective for the com- 
putation of depreciation for all taxable 
years after 1933, but effective to re- 
duce the tax liability only for 1943, 
1944, and subsequent years.”* 


Other Supreme Court Decisions. 
—Two other Supreme Court opinions 
deciding questions of .substantive in- 
come tax law are worthy of note. The 
Court held that the Wisconsin privi- 
lege dividend tax is not imposed upon 
and is not deductible by the corpora- 
tion.7* Such tax is imposed by the 
State with respect to both foreign and 
domestic corporations doing -business 
within Wisconsin, and is withheld by 
the corporations from dividends de- 





* Section 268, National Bankruptcy Act. 
* Section 270, National Bankruptcy Act. 
* Section 276c(3), Chandler Act. 


clared and paid. Since the tax is im- 
posed upon the shareholders receiving 
the dividends, it follows that they may 
deduct it.** 

The Court held that the Oklahoma 
elective community property law is not 
effective to divide the community in- 
come for federal income tax purposes.*® 
The election of a husband and wife to 
come under the law was regarded by 
the Court as an assignment of earned 
income which does not render the 
income immune from taxation to the 
assignor.”* There were two dissents. 
The similar elective community prop- 
erty system of Oregon may also be 
ineffective for federal income tax pur- 
poses. 


Stock Option Given to Employee.— 
The question whether and under what 
circumstances taxable income may 
arise from the exercise of a stock op- 
tion was still unsettled at the end of 
1944. The Ninth Circuit decided a 
case’? in which it held that the excess 
over the option price of the market 
value of the stock (at the date when 
the option was exercised) was not in- 
come. The option had been granted 
by a corporation as compensation to 
an employee at a time when the value 
of the stock did not exceed the option 
price, and the Court pointed out that 
the option, not the stock, was given as 
compensation. Certiorari in this case 
was granted,”* and the Supreme 
Court’s decision should be handed 
down soon. 


Exempt Interest from Obligations 
of Political Subdivisions.—In two 


® Section 121(c) (3), adding Code Section 113(a) (22). 


™ Section 270, National Bankruptcy Act. 
* Section 121(e), Revenue Act of 1943. 


*’ Wisconsin Gas & Electric Co. v. U. S., 64 S. Ct. 1106, aff’g 138 F. (2d) 597, which 


rev'd 46 Fed. Supp. 929. 


* American Light & Traction Co., 3 T. C. 1048, on appeal C.C.A.-7. 
® Com’r v. Harmon, 65 S. Ct. 103, rev’g 139 F. (2d) 211, which aff'd 1 T. C. 40; rehear- 


ing denied Dec. 18, 1944. 


* Lucas v. Earl, 281 U. S. 111, was cited by the Court. 
™ Smith v. Com’r, 142 F. (2d) 818, rev’g T. C. Memo. on this issue. 


* Oct. 16, 1944. 
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companion test cases the Treasury 
sought to tax the interest on bonds of 
the ‘Port of New Y ork Authority”® and 
the Triborough Bridge Authority,*° al- 
though such heme has been regarded 
as exempt for many years. The main 
issue was whether these organizations 
were political subdivisions of a State 
within the meaning of Section 22(b) 
(4)(A). The Tax Court held they 
were political subdivisions, and so did 
the Second Circuit, though Judge 
Frank vigorously dissented, largely on 
the ground that they were more like 
public utilities. The Supreme Court 
recently denied certiorari, putting an 
end to the litigation. 


Treatment of Bad Debt Recover- 
ies under Reserve Method.—The 
Tax Court held*! that a taxpayer using 
the reserve method need not credit bad 
debt recoveries to the reserve where 
it had been the taxpayer’s consistent 
practice for many years to report such 
recoveries as income. The effect of 
the decision was to exclude the tax- 
paver from the personal holding com- 
pany classification by reducing the per- 
centage of personal holding company 
income to gross income. In another 
case*? the Tax Court’s holding to the 
same effect enabled the taxpayer to ex- 
clude the bad debt recovery from its 
excess profits net income,** and the 
Tax Court disapproved the regula- 
tion** which would have disallowed 
such exclusion to all taxpayers using 
bad debt reserves for tax purposes. 
However, the Treasury has changed 
the regulation to accord with the Tax 
Court decisions.*° 
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Deduction of Salary or Interest 
Accrued but not Paid to Controlling 
Stockholder.—Under Section 24(c) 
a corporate taxpayer may not deduct 
salary or interest accrued to a con- 
trolling stockholder,** unless paid with- 
in two and one-half months after the 
close of its taxable year, if by reason 
of the accounting method of the stock- 
holder-employee the amount is not in- 
cludible in the latter’s gross income 
for the taxable year in which or with 
which the taxable year of the corpo- 
rate taxpayer ends. The Tax Court 
held*? such accrued salaries to be de- 
ductible by a corporation which. had 
not paid them within the time limit, 
on the ground that the stockholder- 
employees, who reportetd on the cash 
basis, had constructively received the 
income, as the corporation was well 
able to pay the salaries on demand. 
The fact that the individuals had not 
reported the salaries as taxable income 
until a later year was immaterial. 

In a somewhat similar case,8* how- 
ever, where it was contended that un- 
paid accrued interest had been con- 
structively received by the controlling 
stockholder, the Tax Court refused to 
allow the deduction to the corpora- 
tion, and pointed out that it could not 
have been constructively received on 
December 31, the end of the taxable 
year of both the corporation and the 
individual, because the interest was 
not due and payable until after that 
date. 

As to the meaning of “two and one- 
half months after the close” of the 
taxable year, the Second Circuit held®® 
that under Section 24(c) payment of 


* Com’r v. Shamberg Estate, C.C.A.-2, Aug. 24, 1944, aff’g 3 T. C. 131, cert. den. Jan. 2, 


* Com’r v. White Estate, C.C.A.-2, Aug. 24, a aff’g 3 T. C. 156, cert. den. Jan. 2, 1945. 


* Ohio Loan & Discount Co., 3 T. C. 849, 
Johnson Lumber Co., 3 T. C. 1160. 
* Under Section 711(a) CECE), FRE. 
™ Sec. 30.711(a)-2, Reg. 109. 
* See Sec. 35.711(a)-2, Reg. 112. 


** An individual by or for whom more than 50 per cent of the value of the stock is owned, 


directly or indirectly. 


Flynn Mfg. Co., 3 T. C. 932, on appeal C 


See Section 24(b) (1) (B) and (b) (2), I. R. C. 


C.A.-3. 


* Lake, Inc., 4 T. C. —, No. 1, on appeal C.C.A.-5. 
© Vansuss Realty Co. v. Com’r, 143 F. (2d) 286, aff’g 1 T. C. 932. 
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accrued items must be made by a calen- 
dar year taxpayer before March 16 of 
the following year. 


Forgiveness of Indebtedness.—- 
Creditors of a corporation who were 
not stockholders forgave a portion of 
its indebtedness to them. Such for- 
giveness, under the rule of Helvering 
v. American Dental Co.,”° was not tax- 
able income to the corporation. How- 
ever, the question was also raised 
whether it was not a contribution to 
the capital of the taxpayer and there- 
fore includible in its invested capital, 
even though the taxpayer had a deficit. 
The Tax Court held that the forgive- 
ness of debt by nonstockholders did not 
constitute invested capital, and indi- 
cated that the creditors had “invested”’ 
nothing, as they had no interest in the 
business, citing a Board decision®? and 
quoting from La Belle Iron Works v. 
U’. S.,"° both being decisions under the 
prior excess profits tax law. The Tax 
Court decision is not convincing, par- 
ticularly in view of the apparent ad- 
mission in the regulations that a “con- 
tribution to capital’ may come “from 
any person.” 

In another case*® a taxpayer who 
reported income on the cash_ basis 
gratuitously relinquished salary for 
prior years which had been credited 
to him on the books of a corporation. 
He had never received it nor had he 
ever reported it as income. The Com- 
missioner determined that the forgiven 
salary was income to the taxpayer by 
an ingenious argument. He contended 
that since the forgiveness of the debt 
was a gift,°* the taxpayer must have 


~ oie US. 322. 

* Liberty Mirror Works, 3 T. C. 1018. 
” Holton & Co., 10 B.T.A. 1317. 

~ 200 U.S, 3/7. 

* Sec. 35.718-1, Reg. 112 


” Kellogg, 2 T. C. 1126, Acq. 


something to give, and when he dis- 
posed of it there was the equivalent 
of a disposition of income taxable 
under Helvering v. Horst.**° The Tax 
Court, however, found no _ evidence 
that the cash-basis taxpayer had re- 
ceived anything, constructively or 
otherwise, and reversed the Commis- 
sioner’s determination. 


Jurisdiction of the Tax Court 
Over Section 722 Claims.—The Tax 
Court held in a case** involving the 
taxable year 1940, which came to it on 
the basis of a notice of deficiency, that 
it was without jurisdiction to consider 
the question of relief under Section 
722. Such jurisdiction may be invoked 
after the Commissioner has mailed a 
notice disallowing the application for 
relief in whole or in part.*® How- 
ever, the Tax Court ruled that it could 
determine the excess profits tax lia- 


bility in the deficiency proceeding, 
and later redetermine the tax 
again should the Commissioner dis- 
allow the relief application. It was 


also held in another case'’’ that the 
same rule applies when the petition in 
a deficiency proceeding was filed be- 
fore December 17, 1943, prior to which 
date the law‘ allowed taxpayers to 
claim the benefits of Section 722 in 
such a proceeding. 

It appears that the likeliest way of 
arranging that a deficiency in excess 
profits tax and an application for re- 
lief will be considered and disposed of 
simultaneously by the Treasury and 
the Tax Court is to file the application 
with the return and defer payment of 
33 per cent of the claimed tax reduc- 


” Helvering v. American Dental Co., 318 U. S. 322. 


le | IO ee FD 


“Uni-Term Stevedoring Co., 3 T. C. 917. 
* Section 732(a), I. R. C. 

*” Pioneer Parachute Co..4 T. C. —, No. 5. 
™ Section 722(d), I. R. C., before its amendment by Public Law 201 (78th Cong.). 
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tion under Section 710(a)(5), if that 
is allowable in the particular case. 


What Law is Applicable to Carry- 
Overs?—In computing the amount 
of the carry-over of a net operating 
loss or unused excess profits credit, 
should the amount thereof be com- 
puted under current provisions of the 
Code or under the Code provisions 
applicable to the year when the net 
operating loss or unused credit arose? 
The Tax Court in Moore, Inc.'°? de- 
cided that the amount of a net operat- 
ing loss for 1941, carried over to 1942, 
should be computed under Section 122 
as amended by the 1942 Act, that is, 
under the law applicable to the year 
for which the tax was being computed. 
It pointed out that prior laws (the 
1924, 1926, 1928 and 1932 Acts) per- 
mitting the carry-over of a net loss 
from an earlier year to a succeeding 
year had expressly provided that the 
net loss should be computed under the 
law of the earlier year, but that the 
1942 Act contained no such provision. 
The Tax Court’s construction of the 
law seems to your reviewer to be 
sound. It is in accordance with the 
principles enunciated by the Third 
Circuit in Forstmann v. Rogers? a 
decision in which the court computed 
a gain by determining the tax basis 
of the property under the law in effect 
for the year in which the gain was 
realized. Such basis was not deter- 
mined under the law in effect for the 
vear in which the property was ac- 
quired, or for any other prior year, 
as no statutory provision then re- 
quired it. 

As to the carry-over of an unused 
excess profits credit, the rule is differ- 
ent. The Code’ specifically provides 
that the term “unused excess profits 
credit’’ means the excess, if any, of the 
excess profits credit for any taxable 


24 T. C. —, No. 49, nonacq. 

9 128 F. (2d) 126. 

* Section 710(c) (2). 

* Crane, 3 T. C. 585, on appeal C.C.A.-2. 


year beginning after December 31, 
1939, over the excess profits net in- 
come for such taxable year, computed 
on the basis of the excess profits credit 
applicable to such year. An excep- 
tion to this rule is the statutory re- 
quirement that the excess profits credit 
and the excess profits net income for 
1940 shall be computed under the law 
applicable to 1941. 


Basis of Property Acquired Sub- 
ject to Indebtedness.—When prop- 
erty is acquired subject to a mortgage 
or other indebtedness, which is not 
assumed by the taxpayer, the question 
arises whether the basis for gain or 
loss (and for depreciation) includes the 
amount of the debt, or is only the 
amount of the equity. Probably most 
taxpayers have assumed that the cost 
of such property is the cost of the 
equity plus the debt to which the 
property is subject. However, in a 
case’’> where the taxpayer had ac- 
quired by inheritance property subject 
to a debt which equaled the value of 
the property, the Tax Court held that 
no depreciation was allowable because 
the taxpayer's equity in the property 
had a basis of zero. 

The foregoing theory has not yet 
been generally applied, though in 
another Tax Court case’’® the issue 
was raised in connection with a claimed 
loss. The Commissioner's contention 
was that the basis of the property did 
not include the amount of the debt sub- 
ject to which the property had been 
acquired, but the Tax Court disallowed 
the loss on other grounds and did not 
decide the issue. Both cases are on 
appeal, and developments should be 
watched. 


Distribution by Corporation of 
Property Which Has Appreciated in 
Value.—The Treasury has recently 
been contending that when a corpora- 


6 Southeastern Bldg. Corp., 3 T. C. 381, on appeal C.C.A.-5. 
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tion distributes property which has 
appreciated in value the corporation 
realizes gain upon such disposition of 
the property, and that in any event its 
earnings are .ncreased by the appre- 
ciation so as to render the distribution 
taxable as a dividend to the stockhold- 
ers. That no taxable gain is realized 
by the corporation, when the distribu- 
tion was declared in property, rather 
than in money, was decided by the 
Supreme Court™ in General Utilities 
& Operating Co. v. Helvering (1935). 
However, the Treasury has been try- 
ing hard to upset the rule, and in Tim- 


296 U. S. 200. 


47 B. T. A. 494, aff'd 141 F. (2d) 625. 


108 


ken Estate attempted without suc- 
cess” to persuade the Board and the 
Sixth Circuit to treat the unrealized ap- 
preciation as the corporation’s earnings, 
so that the distribution would be tax- 
able to the stockholder. In 1944 five 
Tax Court decisions which followed 
the Timken Estate case were appealed 
to six different Circuit Courts.""° The 
Treasury is maintaining its position 
and is making a strong effort to create 
a conflict among the Circuits which 
would enable it to take the issues to 
the present Supreme Court. 


* But see Com’r v. Wakefield (C.C.A.-6), 139 F. (2d) 280. 

*” Hanan et al., T. C. Memo. July 7, 1944, on appeal C.C.A.-2 and C.C.A.-3; Timken, 
T. C. Memo. June 7, 1944, on appeal C.C.A.-6; Congdon, T. C. Memo. June 1, 1944, on 
appeal C.C.A.-8; McKee, T. C. Memo. July 15, 1944, on appeal C.C.A.-9; and Fisher, T. C. 


Memo. Apr. 26, 1944, on appeal C.C.A.-10. 
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Opening Remarks of 
Norman J. Lenhart, C. P. A, 


HE subject of the meeting to- 

night is “Time-Saving Proce- 
dures in the Conduct of an Audit.” 
The discussion will be directed 
primarily to year-end work on audits 
of a scope sufficient to enable the 
auditor to sign a short form of report 
or certificate. 

The standard short form of report 
states that the auditor has examined 
or tested accounting records of the 
company and other supporting evi- 


dence, by methods and to the extent , 


we deemed appropriate, that his ex- 
amination was made in accordance 
with generally accepted auditing 
standards applicable in the circum- 
stances, and included all procedures 
which he considered necessary. The 
distinction between standards and 
procedures has not been very clearly 
drawn in accounting literature. I 
believe auditing standards require 
the auditor to satisfy himself by 
reasonable evidence and approved 
methods that each major classifica- 
tion in the financial statements as 
well as the statements as a whole 
fairly present the position of the 
company and the result of its opera- 
tions for the fiscal year in conformity 
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American Society of Certified 
Public Accountants. 











with generally accepted accounting 
principles. Procedures are the de- 
tails of the auditor’s work by which 
he is able to so satisfy himself. 


It is the responsibility of the audi- 
tor to determine, in the case of each 
engagement, the scope of the ex- 
amination and the procedures he 
should follow in making such ex- 
amination in order that he may give 
his opinion regarding the statements 
under review. The extent of work 
done at the year-end depends, to a 
considerable degree, upon the 
amount of work the auditor may 
have done on the accounts during 
the year. 


No one should get the impression 
tonight that we contemplate any 
limitations upon either methods or 
scope of audit which would leave 
the auditor without proper basis for 
an expression of his opinion regard- 
ing the financial statements. On the 
other hand, I believe the members of 
any profession should be eager to 
discuss ways and means of accom- 
plishing the profession’s work, im- 
provements in procedure, and reduc- 
tions in time required to accomplish 
specified aims. Improvements in 
procedures in other professions are 
accomplished without any reflection 
on the profession for having fol- 
lowed, for perhaps many years, pro- 
cedures which are now superseded. 
Also, we see disagreements among 
members of other professions as to 
the merits of suggested new proce- 
dures in those professions. Fre- 
quently, a suggested new procedure 
is never generally adopted, while in 
other cases a new procedure may en- 


Presented at the January 8, 1945 meeting of New York State Society of Certified Public 
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tirely supersede procedures formerly 
followed. 

Tonight we shall not attempt to 
cover all phases of an audit but will 
restrict the discussion to audit pro- 
grams and planning of work, cash, 
receivables and inventories. Each 
speaker will devote approximately 


12 minutes to his topic, following 
which a maximum of approximately 
12 minutes will be allowed for ques- 
tions from the floor and answers by 
members of the panel. <Any time 
remaining after the four speakers 
have finished will be devoted to an- 
swering additional questions, if any. 
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Planning the Year-End Audit 


By Sipney B 


NDOUBTEDLY we have all 

felt and are still feeling the 
impact of the manpower shortage. 
The severity of the condition is, ob- 
viously, greatly intensified at the 
year-end — the season when even 
under normal conditions public ac- 
countants are not entirely free of 
personnel difficulties. The new and 
complicated tax and war laws have 
in no small measure added further to 
our peak burdens. Perhaps we 
should pause here to _ consider 
whether intelligent and timely plan- 
ning will, at least to some degree, 
help to alleviate our difficulties. It 
is to this end that these remarks are 
directed. 

As the time allowed is extremely 
short, this talk will be made as brief 
as possible. The subject matter will 
be presented in outline form and is 
intended to be suggestive rather than 
complete. This is not an audit pro- 
gram but rather an enumeration of 
various procedures that can profit- 
ably and conveniently be performed 
before the close of the period under 
audit and prior to the commence- 
ment of the audit per se. As ex- 
perienced practitioners you will find 





Sripney B. Kaun, C.P.A., author 
of Planning the Year-End Au- 
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Society since 1929 and during that 
time has served on a number of 
the Society’s committees. At 
present he is active on the Prac- 
tice Procedure Committee, the 
Committee on Publications and 
the Committee on Wartime Eco- 
nomic Controls. Mr. Kahn is also 
a member of the American Insti- 
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very little here that is original or 
novel. It is hoped, however, that the 
outline will serve at least as a partial 
check list and aid in the preparation 
of a methodical audit plan. 


The discussion will be limited to 
the consideration of a typical audit 
engagement which it is believed is 
representative of the year-end ser- 
vice many of the members of our 
Society are called upon to render. 


I. Assumed facts: 


(a) Auditee is a medium sized con- 
cern with annual sales of from 
$500,000 to $1,500,000, an office 
staff of from three to six people, 
and proprietary interest closely 
held. While the head book- 
keeper is capable of keeping 
andyor supervising all records 
and accounts, he is not qualified 
to prepare accurate financial 
statements or income tax re- 
turns. 

(b) The auditor has been perform- 
ing interim (monthly or quar- 
terly) examinations throughout 
the year and a year-end audit 
had been made at the end of the 
previous fiscal year. 

(c) The scope of the engagement is 
sufficient to permit the rendition 
of an unqualified opinion by the 
auditor and includes: 

1. Direct communication with 

debtors and creditors ; 

2. Examination of inventory 
quantities, prices and calcula- 
tions ; 

Inspection of securities, etc. ; 

4. Detailed report to client (all 
statements to be prepared by 
auditor) ; and 


w 
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(b) 


(d) 
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5. Preparation of income (and 
excess profits) tax returns. 


Auditor Should Have 
Files: 

A history and description of the 
business containing facts as to 
date and nature of organization, 
proprietary ownership, nature of 
business, products sold, terri- 
tories covered, terms of sale and 
purchase, departments, branches, 
affiliations, banking connections, 
business policies, and all other 
important data such as extracts 
from charter, by-laws, partner- 
ship agreements, leases, profit 
sharing arrangements, union con- 
tracts, etc. ; 

A list and description of the 
books of account and records in 
use (including a chart of gen- 
eral ledger accounts) and the 
names of the employees respon- 
sible for each; 


in His 


A list of all key employees nam- 
ing their titles and duties; 

A written memorandum with 
respect to all pertinent points 
dealing with the system of in- 
ternal control; 

Comparative annual financial 
data to sales, net profits, 
working capital, plant assets and 
depreciation reserves, proprie- 
torship, etc. ; 

Data as to all important and re- 
cent changes made by the. tax- 
ing authorities; 


as 


Interim examinations working 


papers for the current fiscal 
year; and 
Year-end working and_ tax 


papers for the previous fiscal 
year. 


Matters That May be Disposed 
of by the Auditor Before the 
Close of the Year: 

The last previous year-end audit 
program should be read and 
modified where necessary ; 


(b) The sequence of the perform- 


Q 


(d) 


(e) 


(f) 


(h) 


(k 


IV. 


ance of the audit operations and 
the assignment thereof to the 
members of the staff should be 
planned and noted; 

Working paper forms such as 
general ledger trial balances; 
sales, expense, fixed asset and 
various other analyses and 
schedules should be made ready. 
Headings, dates, repetitive text 
matter and previous years’ 
figures (when used) may be filled 
in. Forms of schedules to be 
prepared for the auditor by the 
client should receive early con- 
sideration ; 
Proforma report statements 
should be prepared ; 


Bank confirmations and especi- 


ally requests for bank state- 
ments and cancelled checks 
should be sent out in time to 


reach the depositories before the 
latter documents are forwarded 
to the client; 

A decision should be made as to 
the accounts receivable, accounts 
payable and other confirmation 
forms to be used; 

A meeting should be arranged 
with the client’s officials and 
employees to discuss all matters 
requiring preliminary considera- 
tion. (A suggested list of such 
matters is detailed hereinafter) : 
Corporate minutes, contracts, 
new leases and various other 
such documents may be read 
and abstracts taken therefrom; 
Insurance policies may be ex- 
amined and the schedule of in- 
surance prepared ; 

Important plant asset additions 
may be physically inspected; 
and 

Memoranda should be made of 
matters for later disposition. 


Arrangements with Client’s 
Officials or Proprietors Prior to 
Commencement of Audit: 


February 











(a) 


a 
2) 


Q 


oo 


om 


yg 
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Planning the Year-End Audit 


Explain, by way of repetition, 
the scope of the last year-end 
audit and note any changes re- 
quested. It may be that the cli- 
ent will desire additional service 
with respect to renegotiation, 
wage and salary stabilization, 
etc. or may wish to modify the 
nature and extent of the verifica- 
tions; 


Fix the date upon which the 
audit work is to commence. If 
surprise checks are to be made, 
the dates of these should also be 
set; 

Discuss, broadly, the inventory 
taking plan. This should be 
more thoroughly reviewed with 
the employees who are to super- 
vise the inventory ; 

Obtain signatures to bank con- 
firmations so that requests for 
bank statements and cancelled 
vouchers will reach the banks 
before the close of the year; 
Inquire as to any major changes 
with respect to business policies, 
terms of sale, products, organi- 
zation, internal control or any 
other pertinent matters which 
have not otherwise (by way of 
the records, documents, etc.) come 
to the attention of the auditor ; 


Inquire whether any of the 
officials or proprietors will be 
absent while the audit is being 
performed and, if so, take up 
matters that might otherwise 
have been disposed of later; 
Ascertain whether instructions 
received last year remain un- 
changed relative to the required 
number of copies of the audit 
report and the disposition there- 
of ; and 


Discuss such matters as con- 
tingent liabilities, secured obli- 
gations, compliance with war 
laws, etc., with a view to having 
the client make oral representa- 
tions relative thereto. These repre- 
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sentations should be confirmed in 
writing later. 


V. Arrangements with Client’s Head 


—_ 


(a 


(b) 


~ 
Q 


(d) 


(e 


(f) 


Bookkeeper prior to Commence- 
ment of Audit: 


As to the accounts receivable 
and accounts payable confirma- 
tions—give specific instructions 
as to the forms of confirmation, 
envelopes to be used, prepara- 
tion of accounts receivable 
statements, preparation of con- 
firmation lists, disposition of 
confirmations and probable dates 
of completion of the foregoing; 


Review inventory procedure in 
detail, fixing dates of physical 


count. Make definite arrange- 
ments for observance and/or 
test check of quantities by 


auditor. All key employees to 
take part in the determination of 
inventory should be present. 


Forms should be left and in- 
structions given as to the prep- 
aration of schedules, analyses, 
and other data to be furnished to 
the auditor; 


A definite date should be fixed 
upon which the books of ac- 
count and all of the client’s 


schedules should be completed ; 


Arrangements should be made to 
have available for inspection 
and in order all documents and 
other supporting evidence not in- 
spected in connection with the 
interim examinations (minutes, 
contracts, new leases, Govern- 
ment communications, etc.) ; 


The data in the auditor’s file in 
response to the general, internal 
check and personnel question- 
naires should be reviewed for 
the purpose of ascertaining and 
noting any pertinent changes 
that have taken place with re- 
spect to the nature of the business, 
personnel, internal control, etc. 
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VI. Audit Program: 


Model audit programs are highly 
recommended. These should be 
as complete as possible and 
should be utilized as a guide for 
the preparation of individual 
programs. The model programs 
should be amended and revised 
from time to time to reflect 
changes suggested by the audi- 
tors own experience, official 
pronouncements and_ profes- 
sional literature. 

It has been found extremely 
helpful, in the type of examina- 
tion discussed herein, to have 
two separate and distinct model 
programs—one for the interim 
examinations and one for the 
year-end audit. These programs 
should be designed to supple- 
ment and complement one 
another and should be planned 
with the view of integrating the 


entire yearly service without 
omission or duplication. 

The model programs should be 
arranged in logical sequence with 
the operations succinctly stated. 
A numbering and/or lettering 
plan should be adopted so as to 
render each item readily identi- 
fiable and thereby facilitate the 
preparation of individual pro- 
grams. 

Individual programs can be 
prepared much more quickly 
(and perhaps more effectively) 
where a model plan such as the 
foregoing is in operation. Further- 
more, the tedious and _ time 
consuming task of drafting the 
individual program may be dele- 
gated to an assistant, who, 
under other circumtances, might 
not be qualified to do this. The 
supervisor or principal can then 
confine his efforts to reviewing 
the draft and amending it where 
necessary. 
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Audit of Cash 


By JosepH GEtz, C.P.A. 


“It is the responsibility of the auditor to determine the scope of the examination 
of cash required by the objectives of his engagement with due consideration 


to the degree and effectiveness of his client’s internal control procedures.’ 


\ ITH this sentence Col. Mont- 
'¥ gomery opens the chapter of 
his sixth edition of “Auditing Theory 
and Practice” pertaining to the audit 
of “Cash” and also very succinctly 
states what are the underlying prin- 
ciples for the procedures and meth- 
ods to be adopted by the auditor 
for the verification of cash. There 
is no strictly set up method or pro- 
cedure for the audit of cash which 
must be employed in every case. 
When reference is made to “gen- 
erally accepted procedures” for the 
audit of cash there is meant only 
the generally accepted procedure in 
a particular circumstance. There are, 
however, objective auditing stand- 
ards for cash which will vary with 
the purpose of the audit and will 
require different procedures for each 
purpose. Where the purpose of the 
audit is the detection of fraud, negli- 
gence or other forms of irregularity, 
the procedures to be followed by the 
auditor should necessarily be more 
detailed and extensive than where 
the purpose of the audit is the ex- 
amination of a financial statement 
incident to the issuance of the siort- 
form report. In the latter case, the 
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procedures which should be followed 
are only those which are considered 
necessary to attain the particular 
objective auditing standard required 
for cash, i.e., that the cash was 
available as of the statement date. 

On the average, probably between 
20 to 25 per cent of the time spent 
on audits leading to the short-form 
report is spent upon cash verifica- 
tions. Stempf, Broad, Ellis and many 
other writers on the subject of au- 
diting under wartime conditions hav 
stressed the advisability of review- 
ing audit programs and procedures 
with the view of reducing the vol- 
ume of auditing work at the year 
end. *Statement No. 10, issued by the 
American Institute of Accountants 
Committee on Auditing Procedure, 
holds that “The standards of pro- 
fessional work should not be lowered 
and the auditing procedures now in 
force should be maintained.” If 
the same auditing standards or ob- 
jectives can be obtained by the em- 
ployment of procedures or tech- 
niques which may be different from 
those heretofore employed, there is 
no relaxation of auditing standards 
and the work has been properly per- 
formed. Under wartime conditions, 
with the stress of a greater volume 
of work, depleted staffs and less 
efficient employees, it is fitting that 
we, at this time, review whether 
procedures commonly followed for 
the examination of cash may be 
curtailed. However, as has been 
stated, the type of cash examina- 
tions will vary with the purpose of 
the examination. We will limit our 
discussion to the type of cash audit 
required for the examination of a 
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financial statement. In that con- 
nection, we will review the proce- 
dures listed on Pages 11 and 12 of 
the bulletin issued by the American 
Institute of Accountants in, January, 
1936, entitled “Examination of Fi- 
nancial Statements,” the principles 
enunciated in “Extensions to Audit- 
ing Procedure” of 1939, and the re- 
quirements of the statements made 
in the short-form report as revised 
in February, 1941, to the effect that 
“our examination was made in ac- 
cordance with generally accepted 
auditing standards applicable in the 
circumstances and included all pro- 
cedures which we considered neces- 
sary.” 

The important fact to be estab- 
lished by such an examination is the 
availability of the cash balances on 
hand on the statement date. Minor 
differences in cash occuring during 
the period under review, and que to 
either negligence or fraud, are not 
within the scope of an examination 
of the statement of financial condi- 
tion but the responsibility of the 
auditor in cases of gross defalcation 
during the period must not be over- 
looked™. The procedures with 
reference to to cash which are fol- 
lowed must be correlated with the 
extent of the internal check and con- 
trol found. Where the internal check 
and control are necessarily limited 
or severely restricted the examina- 
tion to be made will have to be more 
comprehensive in character. The 
suggestions which follow are in- 
tended to apply to those situations 
where the auditor has by propér test 
and checks satisfied himself that the 
internal control is adequate. It may 
also apply in those cases, especially 
of small concerns, where interim 


work or periodic audits have pre- 
ceded the annual statement and have 
satisfied the auditor that according 
to his experience with and knowl- 
edge of the individual situation, the 
procedures discussed herein may 
safely be adopted. 

Some years ago, probably because 
of several defalcations involving the 
deposit of worthless checks near the 
year-end with a subsequent charge- 
back by the banks, as well as the 
situation arising from outstanding 
checks which had not been given 
consideration in the year-end bank 
recohciliations, a practice developed 
on audits of making a second bank 
reconciliation. The trend appears to 
be growing for the use of a bank re- 
conciliation, either 15 days after the 
closing date, or at the end of the 
month following, together with a 
count of cash and securities as of the 
same date. When the second recon- 
ciliation is used, the transactions in 
cash funds and securities are worked 
back to the year-end and the inter- 
vening transactions are examined. 

It appears that in some cases in 
which a second bank reconciliation 
is being made, many auditors still do 
a great deal of work on the year-end 
reconciliations. The use of the sec- 
ond reconciliation, if properly handled 
will cause a reduction in much of the 
detailed work to be done on the year- 
end reconciliations and will properly 
verify the cash at the end of the year. 
The second reconciliation permits a 
more complete job than when the 
audit verification of cash is restricted 
to the year-end reconciliation only, 
and there is hardly any possible 
error in the year-end bank balances 
which would remain undiscovered if 
a second reconciliation has been 


(1) Some hold the view that there is no responsibility upon the auditor to uncover a gross 
defalcation of cash where the purpose of the examination is only the verification of a financial 
statement. The writer is of the opinion, however, that since the short-form report indicates 
that the auditor has made a review of the income statement, a gross defalcation might be 


revealed by that portion of the examination. 


See Ultramares Corp v. Touche (1931 255 N. Y. 


570), but in a Canadian case, Guardian Insurance Co. v. Sharp Milne Co., it was held that 
there was no liability if the scope of the auditor’s engagement was “a balance sheet audit.” 
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made as has been described herein. 
Consequently, if a second reconcilia- 
tion is made and worked back, it 
would seem that little detail work 
need be done on the year-end recon- 
ciliation, except perhaps for a limited 
examination of the client’s year-end 
reconciliation with some attention to 
tracing back old outstanding checks. 


If, in the cash on hand at the clos- 
ing date, there were personal checks 
and checks cashed for persons out- 
side the company, the second re- 
conciliation will show that such 
checks have been actually de- 
posited. Since the count of cash is 
usually made after the close of the 
period, it may be arranged that such 
count be timed with the date of the 
second reconciliation. This would 
permit the auditor to obtain proof 
that checks of this nature have been 
deposited and were not subsequently 
returned or replaced by similar 
checks. 

One of the purposes of the year- 
end reconciliation, the determina- 
tion of outstanding checks, is ac- 
complished by working back from 
the second reconciliation. The out- 
standing checks thus obtained may 
be checked to the cash book or check 
register. In some cases, the details 
of check numbers, payees’ names 
or even amounts will not be neces- 
sary, except where it is desired to 
verify payments with confirmations 
received from creditors which show 
differences for payments received after 
the year-end. For a record of outstand- 
ing checks, if the checks had been re- 
corded upon the client’s books, there is 
no reason why the auditor cannot rely 
upon the client’s own reconciliations 
and representations as to the checks 
outstanding. If the checks have been 
issued but have not been entered 
upon the books prior to the closing 
date, then such fact can best be as- 
certained from the bank reconcilia- 
tion of the period subsequent to the 
statement date. 
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Other comparisons ordinarily 
made with the year-end reconcilia- 
tion may be made instead with the 
second reconciliation, such as, the 
comparison of the details of deposit 
slips with cash books entries. It 
may be preferable to make compari- 
son as of a few days just before, 
after and including the date of the 
second reconciliation because the 
auditor in such a case probably 
would have a chance to inspect a 
deposit before it is made and may 
be able to see that the deposit is 
actually made in the bank. 

It has been noted that sometimes 
auditors follow methods which in- 
volve duplications of work. Where 
bank statements are received di- 
rectly by the auditors, many auditors 
first compare the checks with the 
bank debits (which comparison is 
rarely advisable) and foot the bank 
statement before assorting the checks 
numerically. In other cases, the 
auditor may run a tape of the checks 
and foot the deposits listed on the 
bank statement and, by applying 
such footings to the opening balance 
shown on the statement, prove the 
footings of the bank statements and 
the closing balance shown thereon. 
It is not uncommon to find that in 
cases in which the foregoing work is 
done, the cash books are also footed. 
If a tape is made of the returned 
checks and the deposits shown on 
the bank statement are footed, such 
a tape and footing can be used for 
the following purposes: 

(1) To establish the mathematical 
accuracy of the bank statement, 
and 

(2) By giving proper recognition to 
the outstanding checks and de- 
posit in transit, to prove the foot- 
ings of the cash books. 


The reason why some auditors 
have adopted the practice of compar- 
ing checks against the debits shown 
on the bank statement and making 
tapes of the paid checks is that some- 
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times a bank fails to return paid 
checks or debit memoranda or 
charges them incorrectly on the state- 
ment. Such cases occur rather in- 
frequently, but since they do occur, 
it would seem to be good practice 
always to run a tape of the checks 
and prove the footing of the bank 
statements but such tape and footing 
should be used to prove the cash 
book footings and thus the time 
spent in footing cash books may be 
eliminated. Comparison of checks 
with the debits on the bank state- 
ments seems necessary only when it 
develops that the bank has not re- 
turned all debit items. 

Some of the time saving may ap- 
ply only in a particular case. For 
example, some clients have special 
bank accounts for handling pay rolls. 
If an arangement is made with the 
bank for the return of the vouchers 
and statement as of the day preced- 
ing a pay roll date, there will be but 
few checks outstanding. Where the 
end of the period falls a day or so 
after the pay roll date, a reconcilia- 
tion of the bank account would re- 
quire the listing of a large number of 
outstanding checks, especially if the 
client has a large number of em- 
ployees. Most of the checks will 
probably have cleared through the 
bank a day or so before the next pay 
roll date and the work of preparing 
the reconciliation will be greatly 
minimized if the reconciliation is 
made as of such a date. 

The effort to save time must not be 
used as an excuse for dispensing 
with necessary work. A verification 
of cash on a date preceding the state- 
ment date is not a substitute for the 
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verification of cash as of the state- 
ment date. The opportunity to re- 
view transactions retrospectively is 
an advantage that must not be lost 
even though it has to be done when 
time is precious. 

In conclusion, I wish to state that 
the auditor should become properly 
acquainted with the conditions under 
which his work is to be done. It is 
advocated that a complete review of 
the program pertaining to cash be 
made before an audit is begun. It 
may be found that certain proce- 
dures followed in the past, especially 
those where other obectives were in- 
volved than the verification of a fi- 
nancial statement, can during these 
times be dispensed with. There may 
have been occasions when there was 
too much auditing merely for audit- 
ing’s sake. Some auditing work may 
be done solely because of traditions 
of the past and was instituted be- 
cause of premises which are either 
false or are non-existent under pre- 
sent conditions. The only work 
which should be done is that which 
is necessary to attain the particular 
purpose of the examination. Surprise 
audits may not always be necessary 
and prearranged audits take less 
time. In many cases, it may be found 
that growth of the client, with a pro- 
portionate increase in personnel, 
may now permit a better arrange- 
ment of such personnel for internal 
control purposes so that certain pro- 
cedures heretofore employed in the 
audit of cash may now be eliminated. 
With better arangement and plan- 
ning, some of the time now being 
spent on cash verifications may per- 
haps be reduced. 
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Time Saving Procedures As Applied to 


Accounts Receivable 
By Morton I. Davis, C.P.A. 


N a joint report issued by 

the Committees of Procedure of 
the American Institute and the New 
York State Society of Certified Pub- 
lic Accountants, it was indicated that 
while neither the war emergency nor 
the manpower shortage justifies the 
lowering of our present standards of 
professional work or the abridgment 
of accepted auditing procedures, 
consideration may be given to work 
at an earlier date than the close of 
the year on various parts of the audit 
program, including confirmations, 
aging and analysis of accounts re- 
ceivable. 

Following these suggestions, many 
accounting firms have found it ex- 
pedient to relieve their manpower 
pressure by making their examina- 
tion and audit of accounts receivable 
a month or two prior to the year-end 
closing. Where, for instance, the 
closing is December 31st and the ac- 
counts receivable have been ex- 
amined and confirmed as of October 
3lst or November 30th, they will 
have been aged, statements com- 
pared with ledger balances, and 
total of ledger balances proved with 
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the controlling accounts at an earlier 
date. 


The firms who are using this pro- 
cedure believe that where the client 
has a satisfactory system of internal 
control, they can dispense with a 
large amount of detail work at the 
year-end. They see no good reason 
for again checking the tapes of the 
individual account balances at the 
year end with ledger accounts, or 
even proving of the tapes them- 
selves. They believe that it is suf- 
ficient in such cases usually to re- 
view the source and amounts of en- 
tries made in the controlling accounts 
between the date as of which the ac- 
counts receivable were confirmed, 
and the year end. 


This procedure is undoubtedly 
sufficient only in the case of very 
large corporations where there is no 
question of the adequacy or effec- 
tiveness of internal control, and 
where the inspection of organization 
and procedure of handling receiv- 
ables is, in the judgment of the audi- 
tor, satisfactory. In the case of the 
smaller concern, additional work 
would, of course, be required. It 
would be necessary to bring up to 
date the former accounts receivable 
analysis by a comparison and exami- 
nation of the customers’ ledger bal- 
ances as of the closing date, at the 
same time checking the schedule 
tapes and controlling accounts. The 
purpose of this procedure is to dis- 
close and segregate the following 
information: 


1—Accounts of stockholders, direc- 
tors, officers, employees, subsidi- 
ary or affiliated companies, and 
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companies controlled by officers 
through shares ownership. 
2—Accounts having large credit bal- 
ances. 
3—Accounts paying current bills and 
not older items. 


4—Consigned merchandise labeled 
in ledger account. 
5—Inspection for year-end larger 


than usual shipments which in- 
vite a check with shipping re- 
ceipts. 

6—Accounts maturing over one year. 

7—Notations of accounts as- 
signed. 

&—Bankrupt accounts and accounts 
placed with attorneys for collec- 


tion. 


any 


It will be noted that the main dif- 
ference of procedure is the amount 
of the additional detail work re- 
quired at the year end. In either 
case there is agreement that a good 
part of the work may well be done 
a month or two prior to the regular 
year-end audit. 

In the matter of confirmations, it 
should be remembered that under 
“Statements of Auditing Procedure” 
issued by the American Institute, it 
is recommended that wherever prac- 


ticable and reasonable, confirma- 
tions should be made by direct 
communication with debtors, the 


method and extent thereof to be de- 
termined by the circumstances in the 
excercise of the auditor’s judgment. 
It will be noted that the method of 
confirmation is left to the judgment 
of the accountant. 

Generally speaking, accountants 
have been using the positive or nega- 
tive methods or both, as the circum- 
stances warrant, but there is a gen- 
eral tendency by many to use the 
negative form almost exclusively, 
except of course on Wall Street en- 
gagements, where the positive form 
is inferentially mandatory. It is be- 
lieved that as an audit procedure, the 
negative form has proven satisfac- 
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tory. The main objection to the posi- 
tive form is that accountants are 
almost always required to send out 
two and even three requests, and 
the more requests that are sent out 
without receiving a reply, the greater 
the doubt about certifying the state- 
ment. It is only fair to state how- 
ever, that there are some accounting 
firms who feel that an examination of 
accounts receivable is not satisfac- 
tory or complete without positive 
confirmation, particularly when sent 
to business concerns as distinguished 
from retail accounts. Since the audit 
is usually completed at from four to 
six weeks or even longer after the 
closing date, second requests can be 
eliminated in great measure by ex- 
amining cash received subsequent to 
audit and the checking of uncon- 
firmed accounts through the ship- 
ping records. By this method they 
remove all doubt as to legitimacy of 
substantial balances. 

In the recommendations that the 
Committee of Procedure has issued 
from time to time, it has continued 
to emphasize the importance of the 
accountants’ independent judgment 
in determining the method of pro- 
cedure. There are always special 
circumstances that require special 
treatment. Where, for instance, the 
accounts receivable consist of a few 
accounts with large balances, the 
auditor should hardly be satisfied 
unless he has made positive confir- 
mation of all the accounts and simi- 
larly where a few accounts represent 
an important percentage of the out- 
standings, he should satisfy himself 
by positive confirmation of their ac- 
curacy and validity. 

It has previously been stated that 
in the case of stock exchange houses, 
two confirmations are mandatory. 
This is in accordance with regula- 
tions prescribed by the Securities 
and Exchange Commission’s ruling 
X-17 A-5, as follows: 

“Compliance with requirements 
for obtaining written confirmation 


February 





vs OW 


Ww 


y 








Time Saving Procedures as Applied to Accounts Receivable 


with respect to certain accounts 
(among which is included cus- 
tomers’ accounts) shall be deemed 
to have been made if requests for 
confirmation have been mailed by 
the independent public accountant 
in an envelope bearing his own 
return address, and second re- 
quests are similarly made to those 
not replying to the first requests.” 


It is interesting to note that in the 
case of stock exchange houses, the 
Courts have held that positive confirm- 
ation is inadmissible evidence. Under 
the circumstances, there would ap- 
pear to be no good reason why with 
the co-operation of the association 
of stock exchange houses, steps 
could not be taken to remove the re- 
quirement of positive confirmation 
and leave the method as in other 
phases of procedure, to the exercise 
of the independent accountants’ 
judgment. 


In the audit of department stores, 
installment houses, and others deal- 
ing with ultimate consumers, there 
is general unanimity of practice of 
employing the negative form. In 
most cases where such concerns are 
involved, a small printed form is at- 
tached to the statement supplied by 
the client’s office and mailed directly 
by the accountant with a self-ad- 
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dressed envelope enclosed, and ap- 
proximating the following: 


“It Is Important for You 
to Read This Notice 

This is your regular monthly 
statement showing balance on 
your account as of.. 

Our accountants are now mak- 
ing their annual audit of our ac- 
counts. Jf the balance as shown 
is not correct, please advise us, 
on the back of this statement, as 
to the nature of the discrepancy 
and for your reply use the en- 
closed envelope which requires no 
postage. If the account is cor- 
rect as shown, just disregard this 
notice. We wish to thank you 
for your cooperation.” 


Where there is objection to the 
use of the accountants’ name, the re- 
turn envelope has the printed name 
of the client, but is addressed to a 
post office box number rented and 
controlled by the accountant. 

It seems to be a fair conclusion 
that the negative type of confirma- 
tion is, in accordance with accepted 
auditing standards in the majority 
of circumstances, confirmation by the 
independent public accountant with 
such standards where there are no 
indications that it may be inade- 
quate. 








Examination of Inventories 


By CuHartes 1 


N considering the subject of exami- 

nation of inventories let us first 
assume a case in which the auditor 
finds that a materials ledger is kept 
on stock cards. Stated in terms of 
auditing standard or objective, what 
should the auditor do? 


Auditor’s Objectives in Respect to 
Inventory: First of all, the audi- 
tor’s objective should be to estab- 
lish to his satisfaction that the stock 
cards (and, of course, the ledger ac- 
count that controls the stock cards, 
if there is such an account) repre- 
sent the effect of all the happenings 
involving the material. This re- 
sponsibility is clearly indicated in 
“Extensions of Auditing Procedure” 
as follows: 


“That hereafter he (the auditor), 
in addition to making auditing tests 
and checks of the inventory ac- 
counts and records, shall do cer- 
tain things respecting physical 
Inventory. 


He will ordinarily examine under- 
lying documents concerning the ac- 
quisition and the disposition of the 
materials, will see that the docu- 
ments are properly summarized in 
the books of original entry, will see 
that proper postings are made, and 


so on. The precise steps he will 
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take and the extent to which he will 
rely on tests are determined by the 
operating conditions, internal au- 
dit, and internal control in effect. 
If the work be done at intervals 
during the year, cumulation of the 
work at the year-end will be avoided. 
Secondly, the auditor should seek 
to establish to his satisfaction, by 
an inspection of the items of mate- 
rials on hand or a confirmation of the 
items in the hands of independent 
depositories, that real assets are 
owned to back up the quantity bal- 
ances shown by the stock cards. 
This responsibility as to items on 
hand is stated in “Extensions of 
Auditing Procedure” in the follow- 
ing terms: 
... ‘He (the auditor) shall, when- 
ever practicable and reasonable, be 
present, either in person or by his 
representatives, at the inventory- 
taking and by suitable observation 
and inquiry satisfy himself as to 
the effectiveness of the methods 
of inventory-taking and as to the 
measure of reliance which may be 
placed upon the client’s represen- 
tations as to inventories... 


Inventory Taking by Auditor: 
This quotation indicates that the 
auditor should not take the inven- 
tory; he should observe inventory 
taking by the client. The substitution 
of observation for inventory taking 
(if the auditor has been taking in- 
ventory) should result in an obvious 
saving in audit manpower. 


Possible Omission of Auditor’s 
Observation of Inventory Taking: 
The words “when practicable and 
reasonable” in the material I have 
just cited indicate that it is not 
necessarily mandatory in every case 


Presented at the January 8, 1945 meeting of New York State Society of Certified Public 


Ace 


muniants. 


SS 


February 








Examination of Inventories 


for the auditor to be present at in- 
ventory taking, and he will be well 
advised to consider the practicability 
and the reasonableness of not being 
present. The cases will, of course, be 
rare in which he should not be 
present. However, it must be borne 
in mind that, by reason of the bul- 
letin entitled “Amendment to Ex- 
tensions of Auditing Procedure,” 
disclosure is mandatory respecting 
his non-attendance at inventory tak- 
ing even when such attendance is not 
practicable and reasonable. 


Auditor’s Preview of Inventory 
Plan and Personnel: The auditor’s 
best assurances that the client’s 
physical inventory is reliable are a 
proper plan for inventory taking and 
a competent and honest inventory 
taking personnel. - 

Accordingly, the auditor should 
review beforehand the procedures 
that have been laid out for inventory 
taking and should see that they give 
assurance that everything on hand 
will be inventoried and that nothing 
will be omitted. 

He will also find it advisable to 
make inquiry into the familiarity 
which the persons who will make the 
count have with the matefials they 
will inventory, and into their in- 
tegrity and dependability. 

Here are subjects as to which fore- 
sight may pay large dividends in 
time saved. A few hours devoted 
to these matters may save many 
hours of corrective effort later. 


Auditor’s Observation of Inven- 
tory Taking: When the time for 
inventory taking arrives, the auditor’s 
responsibility will merely be to satisfy 
himself that the inventory takers fol- 
low the prescribed plan and that they 
do their work honestly. 

I advance the suggestion that it is 
not necessary to observe inventory 
taking by each inventory crew to the 
bitter end. Once the auditor has 
satisfied himself that a particular in- 
ventory crew can be relied upon to 
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produce a correct count, further in- 
spection of their work seems super- 
fluous. There seems to me to be no 
reason why the principle of test- 
checking may not be applied here to 
the same extent as in any other part 
of an audit. 


Auditor’s Comparison of Count 
and Listing: It is customary for the 
client to list the results of the inven- 
tory taking, to apply prices, and to 
make the indicated arithmetical ex- 
tensions and additions. The auditor 
should, of course, make such com- 
parisons between the listings and 
the original count data as will satisfy 
him that this clerical procedure has 
been properly carried out. Here 
again, however, is a place in which 
a little planning beforehand may be 
of assistance. If the auditor will ar- 
range with the client that this work 
will be done by conscientious skilled 
clerks working under appropriate 
control, the amount of checking he 
will have to do will be materially 
reduced. 


Auditor’s Verification of Pricing: 
Next is the matter of pricing. Here 
is where audit work previously done 
on verification of the bookkeeping 
involved in the maintenance of the 
perpetual inventory may be helpful. 
If, as an incident to that audit work, 
the auditor had satisfied himself that 
the cards disclose cost, he may find 
it expedient to compare the listed 
cost prices with cost on perpetual in- 
ventory cards rather than with 
creditor’s invoices. The dispatch 
with which properly filed cards may 
be found and consulted as contrasted 
with the difficulty of finding and con- 
sulting invoices speaks for itself as 
a possible source of time saving. 

As to market prices, the auditor 
may well determine with the client 
beforehand the sources from which 
market prices acceptable to the audi- 
tor may be obtained and the manner 
in which the information will be ar- 
ranged for presentation to the auditor. 
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In this connection, I have found it 
a time saver if the client can be in- 
duced to put both cost and market 
prices on the inventory sheets. 


Auditor’s Verification of Arithme- 
tical Computations: The auditor 
should, of course, satisfy himself that 
arithmetical computations are prop- 
erly made. Testing should ordinarily 
be sufficient. 


Auditor’s Comparison of Listing 
with Stock Cards: Lastly, the audi- 
tor should compare quantities on the 
list prepared from the physical in- 
ventory with corresponding items on 
the stock cards. Such a comparison 
is an added verification of the re- 
liability of the bookkeeping work 
incident to the maintenance of the 
perpetual inventory and tends also 
to prove the reliability of the physi- 
cal count. 


Time When Work May be Done: 
It is under some circumstances en- 
tirely permissible for the auditor to 
do the work of verification at a time 
other than the end of the fiscal year. 
The following quotation from “Ex- 
tensions of Auditing Procedure” is 
pertinent: 

“In cases where the concern main- 
tains well kept and controlled per- 
petual inventory records supported 
by (1) a complete physical inven- 
tory at a date not coincident with 
the halance-sheet date, or (2) 
physical inventories of individual 
items taken from time to time so 
that the quantity of each item on 
hand is compared with the inven- 
tory record for that item at least 
once in each year, it will be satis- 
factory to undertake the procedure 
outlined at any interim date or 
dates selected by the auditor, his 
purpose being to satisfy himself 
as to the credibility of the perpetu- 
al-inventory records and whether 
they may be relied upon to support 
the inventory totals as shown on 
the balance-sheet.” 


00 


Possibly here, too, is a means 
whereby the cumulation of work at 
a time when manpower is at a 
premium may be avoided. 


Other Cases: Now let us turn our 
attention to a case in which stock 
cards are maintained in quantities 
only, no information being given as 
to unit cost prices. The procedures 
I have outlined are equally applicable, 
except that the auditor would con- 
sult creditors’ invoices instead of 
stock cards for the purpose of verify- 
ing listed unit cost prices. 

Let us also turn attention to a case 
in which no stock cards are main- 
tained. Undoubtedly more attention 
should be devoted to the inventory 
taking plan and observation of in- 
ventory taking, since the check or 
control which is afforded by com- 
parison of physical inventory with 
book inventory is missing. 


Inventory Certificates: I should 
like to refer briefly to the matter of 
inventory certificates received from 
the client. The Statement on Audit- 
ing Procedure entitled “Clients’ 
Written Representations Regarding 
Inventories, Liabilities, and Other 
Matters” contains the following 
paragraph: 

“Reducing these (representations 
made by the client to the auditor) 
to writing, has the advantage of 
confirming the statements made 
and of avoiding any misunder- 
standing regarding them. More- 

over, they have the effect of remind- 
ing the client or the management of 
the client company that the pri- 
mary responsibility for the correct- 
ness of the statements rests with 
the client rather than the auditor 
and of insuring that the client 
realizes this primary responsibility 


and gives some thought to the 
general position on inventories 


and liabilities bevond that covered 
by routine procedures and duties. 
There seems to be little or no feel- 
ing that the representations of the 
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client regarding inventories or lia- 
bilities reduce the examination the 
auditor should make or relieve him 
of his responsibility. The purpose 
is rather to insure the active co- 
operation of the client.” 


I do not minimize the desirability 
of obtaining these certificates. I 
merely call attention to the fact that 
they are not a substitute for audit 
work. 


Confirmation of Inventory in 
Hands of Independent Custodians: 
In respect to confirmation of inven- 
tory in the hands of independent 
custodians, there seems no reason 
for extended discussion. The con- 
firmations are handled in no different 


manner than confirmations respect- 
ing other types of assets. 

The subject may be quickly dis- 
posed of by reference to the following 
portion of “Extensions of Auditing 
Procedure”’: 

“That hereafter, in the case of 
inventories which in the ordinary 
course of business are in the hands 
of public warehouses or other out- 
side custodians, direct confirma- 
tion in writing from such custodians 
is acceptable procedure; except 
that, where the amount involved 
represents a significant proportion 
of the current assets or of the total 
assets of a concern, the independ- 
ent certified public accountant shall 
make supplementary inquiries.” 
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Silk Purses Require Silk 


By Tuomas W. 


HE public accountants who have 

labored long, earnestly and ardu- 
ously to advance their calling in the 
public esteem and to establish it 
among the learned professions were 
considerably disturbed in the early 
months of last year when their at- 
tention was directed, not too kindly, 
to the signs “Income Tax Returns 
Prepared by Certified Public Ac- 
countants, Charges Reasonable” 
which were prominently displayed 
in the windows of bootblack parlors, 
drug stores, delicatessens, barber 
shops,—in their own fields all 
highly respectable businesses, mind 
you—and temporarily otherwise un- 
occupied stores along the main 
arteries of our cities. Despite the 
talks on professional ethics to which 
these advertisers were “exposed” in 
their apparently now forgotten stu- 
dent days (the true professional re- 
mains a student as long as he lives), 
the call of the dollar was too strong 
to be resisted. What a pity that the 
efforts of these young persons have 
been deflected from honorable mer- 


chandising pursuits where the emolu- 
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ment accrues much more rapidly 
and also more easily to the pro- 
ficient. 

The writer on Sunday strolls 
peered into the windows of these 
willing-to-be-hives of industry and 
noted the military age of the alleged 
tax advisers, deferred no doubt be- 
cause of physical disability, possibly 
eye trouble, like the young man in 
the “Miracle of Morgan’s Creek” 
who saw spots before his eyes when- 
ever he appeared before a draft 
board. Lest anyone retort that these 
persons were assisting taxpayers he 
may be reminded that any Collector 
of Internal Revenue would have 
been glad to avail himself of their 
services —if they were qualified — 
and many of the banks also would 
have used them. No responsibility 
for the accuracy of the returns was 
assumed and if, when and as the tax- 
payers are asked by the Internal 
Revenue Department for additional 
information, many will learn that 
they have no address of or redress 
from their advisers. ; 

Possibly experiences of this sort 
have been met in their earlier days 
by the older professions, but to the 
elder public accountants who have 
devoted much of their time and 
thought to the upbuilding of the 
craft and the dissemination of knowl- 
edge and behavior, acquired by them 
through the liberal expenditure of 
blood, sweat and tears, but conveyed 
through them painlessly to recently 
developed practitioners, it seems sad 
recompense for their efforts. 
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Statement of Affairs * 


By LAWRENCE 


CCOUNTING statements may re- 
flect financial conditions of the past, 

the present, and in some instances 
the future. Historical accounting 
statements are necessarily prepared 
from accumulated financial data 
based upon completed transactions 
of the past, whereas financial state- 
ments covering future periods are 
expert predictions based on past and 
present informaticn. The latter state- 
ments offer to accountants today 
ie cf their greatest opportunities for 
service to industry. This does not 
mean that the accountant should 
turn prophet or otherwise attempt 
to make unwarranted or unfounded 
financial predictions, but it does 
mean that, after several years 
accumulating reliable financial data 
and then sttmmarizing these financial 
events of the past, there should be 
a reasonable opportunity to interpret 


of 


the probable course of events in the 
immediate future. 
Statements of anticipation are 


best illustrated by the various types 
of budgets. Only a casual familiarity 
with this branch of accounting is 
needed to appreciate the fact that 
budgets are accounting devices for 
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the controlled planning of future op- 
erations. On the basis of prior re- 
sults, coordinated with distribution 
schedules and adjusted production 
costs, a business may prepare pro 
forma profit and loss statements, 
balance sheets and all supporting 
schedules in order that planning, 
both production and financial, may 
be reduced to a relatively sound 
basis. All such statements and 
schedules would, of necessity, be 
anticipatory, but it should be under- 
stood that they are not the product 
of chance selection but of painstak- 
ing analyses of past activities syn- 
chronized with price levels and 
economic activity, conservatively 
predicted for the future period in 
question. 

Statements developed under meth- 
ods of budgetary control are not the 
only. anticipatory statements that 
accounting practice has found desir- 
able. Other illustrations would in- 
clude “break even statement”, “de- 
pletion schedule’, “maximum out- 
put statement” and “Statement of 
Affairs”. It is the purpose of this 
article to discuss the preparation and 
development of the last type of 
statement. 


A statement of affairs is a pre- 
sentation of the assets and _ liabili- 
ties of the business showing the an- 
ticipated realization value of the as- 
sets and the claims of creditors against 
the assets in the order of their priori- 
ties, with the difference representing 
the sacrifice of the owners’ equity 
in the assets, and the loss, if any, to 
the unsecured creditors. 

Both the statement of affairs and 
the balance sheet include the same 
basic figures but the statements dif- 


_* This article is a part of the chapter by the same title to be found in the forth- 
coming publication of the Ronald Press entitled ADVANCED ACCOUNTING writ- 
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fer in two important respects; (1) 
the purposes for which they are pre- 
pared and (2) the manner in which 
they are presented. 

The balance sheet is presented to 
show the financial condition of a 
going concern at one moment of time, 
whereas the statement of affairs 1s 
presented to show the probable re- 
sult of the voluntary or involuntary 
liquidation of an entire business. 
The primary purpose of the latter 
statement is to inform the creditors 
of the amounts that they may expect 
to receive if liquidation takes place. 
It is distinctly an anticipatory state- 
ment based upon the assumed reali- 
zation of all assets at prevailing prices 
and the distribution of funds thus 
received to creditors in the order of 
their relative priority. The manner 
of liquidation is a factor that must 
he taken into consideration in assign- 
ing values to the assets. Their re- 
alizable values wil! be much less if 
the liquidation is forced. Creditors 
may find it to their advantage to 
cooperate with the insolvent firm by 
delaying liquidation in the hope that 
more favorable circumstances will 
develop in the future, or they may 
decide that forced and prompt liqui- 
dation is the only practical solution. 
It is the latter of the two situations 
that usually calls for the preparation 
of a Statement of Affairs, although 
such a statement is also useful for 
credit purposes in presenting the 
liquidation value of a going business 
with the assumption that liquidation 
may become necessary. 

The anticipatory nature of the 
statement of affairs should never be 
forgotten. No person, other than 
the actual purchaser, can state pre- 
cisely what the assets will bring in 
the event of a forced sale, and yet 
that is exactly the assumption that 
is made in the statement. Although 
the anticipated or “expected to yield” 
prices should be conservatively esti- 
mated, the conclusions made pos- 


sible by the entire statement should 
be taken with reservation. In the final 
analysis, the Statement of Affairs is 
intenled to inform the creditors more 
clearly of the probable results of any 
anticipated action and thereby sharpen 
their judgment in arriving at their 
conclusions as to any action to be 
taken. 

As was previously intimated, the 
Statement of Affairs is usually pre- 
pared under conditions of possible in- 
solvency and likewise possible bank- 
ruptcy. The situation may culmi- 
nate in receivership, reorganization 
under the bankruptcy act,* outright 
bankruptcy or a continuation of the 
status quo, depending upon the turn 
of events, the judgment of the credi- 
tors, and the operations of the law. 

The purpose for which a statment 
is prepared largely determines its 
form. Since the balance sheet is 
prepared to present the financial con- 
dition of a business as at a specified 
date, the assets and liabilities are 
arranged in the theoretical order of 
liquidity, either from current to fixed 
or vice versa. Since the Statement 
of Affairs is intended, in part, to 
show the relative status of various 
creditors, the assets are arranged in 
the order of their coverage of bal- 
ance sheet liabilities. In a like man- 
ner the liabilities are arranged in 
the order of relative security as to 
payment. The usual order is as 
follows: 


Assets 

Assets pledged with fully secured 
creditors, 

Assets pledged with partially se- 
cured creditors. 

Assets unpledged or free. 

Liabilities 

Preference creditors. 

Fully secured creditors. 

Partially secured creditors. 

Unsecured creditors. 

Net worth. 


* Reorganization under either chapter 10 or 11 of the Federal Bankruptcy Act. 
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The exact arrangement of the 
statement will vary but the informa- 
tion it yields will be substantially 
the same. It may be arranged in 
report form, as above, or in account 
form. A Statement of Affairs usually 
gives the book values of the assets, 
the expected shrinkage or gain on 
realization, the amount each asset is 
expected to realize, and the claims of 
creditors, which do not shrink ex- 
cept when the realized assets are 
insufficient to liquidate all claims in 
full. Preference creditors which in- 
clude government and state claims 
for taxes, wage earners’ claims for 
wages, landlords’ claim for rent, 
etc., are usually satisfied in full since 
their claims are against the entire 
net free assets. Fully secured cred- 
itors will be satisfied in full provided 
the pledged assets realize the full 
amount of their claims; to the ex- 
tent of any deficiencies, their claims 
will rank with those of -unsecured 
creditors. Partially secured creditors 
will be satisfied to the extent of the 
amounts realized by the pledged as- 
sets, with the deficiencies ranking as 
unsecured claims. Unsecured cred- 
itors, will be paid from that which 
remains; if the assets are more than 
sufficient to pay them in full, the 
owners of the business are entitled 
to such excess. 

The order of creditor preference 
more or less controls the statement 
classification and the items included 


in each category. When the ap- 
praised value of assets hypothecated 
with creditors is greater than the 
amount of the debt, then such lia- 
bility is shown “contra” as a deduc- 
tion from these assets in order that 
the residue available for general or 
unsecured creditors may be shown, 
as with Land and Plant in the il- 
lustrative problem. When debts are 
partially secured, the contra pro- 
cedure is reversed; i.e. the assets 
are taken as a deduction from the 
liability in order that the amount 
of the general or unsecured claim 
may be shown, as with Accounts 
Payable in the Expected to Rank 
Column. 


The columnarization of the state- 
ment may vary somewhat, but in 
every case the figures on the.state- 
ment should be self proving. The 
amount of the estimated loss is the 
difference between the book value of 
the debtor’s property and the “ex- 
pected to realize” value. If this loss 
exceeds the amount of the firm’s 
net worth a deficiency, or loss to 
creditors, is expected. Reference to 
the following statement should il- 
lustrate the interdependency of the 
statement totals and the consequent 
self-proving feature. 

In order to illustrate the princi- 
ples just set forth a Statement of 
Affairs will be prepared from the in- 
formation that is summarized below: 


THE PHOENIX GUILD, INCORPORATED 
Balance Sheet as of December 31, 1944 





ASSETS 
Current Assets: 

Cae mata lose sitled Serle baat eae ae $ 685 
Aecetuits Receivable .)sc sic accevaoote nes sieacs $ 86,642 

Less: Reserve for Doubtful Accounts..... 4,202 82,440 
Notes Receivable <.06c ds decdn cco vteau eetacasd $ 9,780 

Ada: Accrued Interest. 20... <cckcceccecs 340 10,120 
Ais Fe EMESRIEERD cre soy cw Gee ee Mea pear e coer ne ere 4,200 
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Inventories: 


RUNES AD Sectatrues ih wwrc Saige Se ee wre Deere ne $ 32,400 
Oye ME ONGIITIORE 6 hosing co sldasiaeces santa 1,840 
Se an ee a aS eg 400 
Pat TOPO AOMORI: ss, oe'o.ko Kore bisa biehbe o de 6,200 
Funds: 
Sinking Fund—Cash  ........06.08. ee 
Sinking Fund—Securities (Par $9,000)......... 
Investments: 
SUBIGIALY SEOCK BE COBY S adic éic-6.6.6. se ook o-oo oe bo 
RORSENCLS OE PUP IPO TUNA 6, 5:5 5.0 d ohne aa'o:s Sed gia ele we 


Fixed Assets: 


Sebel aT ERUIIIIINES Ss 565. aces cere oarda disow's weGaded $ 68,750 
Less: Reserve for Depreciation........... 17,400 
Purmture and Pixturés ..o.5.56.iskasswessawaes $ 9,200 
Less: Reserve for Depreciation........... 1,200 


Deferred Charges: 


PPIRIG (UMSULANCE ica .ccis dudiv ad save ae ee armiee aed 
CDeEAMIZAtION: ELXDONSE® 64's i oiev nc aaicee dann dee s 
SPUR URAC RIENIN I 32 se fo Sodio o:5-0S¥ cidisidismory WR Meck ew 


Intangible Assets: 
SUMMERS I 8 9 i kc a apd Rua ahi imierb nd <Gaibsw Scan 


LIABILITIES 
Current Liabilities: 


Accounts Payable ..... hee va ee rasta idee eves Biss 
Notes Payable ...... yb aisaiteveund awisie arabian 
Accruals: 
RN 5. to 5 shud SAK Save ya Peers ws ietrarew dcgeeS ane $ 1,740 
UMM ies igre Sica guciong le aus Betis aeeihate arenas 790 
Interest—Notes ...........cccccevcvscves 225 
Deferred Liabilities: 
Unrealized Profit on SaleS.......«cccoesceecess 
Fixed Liabilities: 
BOOIROIE PAVEDIO. 6k. <os 5:4 + 560400 0.4% 06% 0 wee ae 
Net Worth: 
Preferred Stock Authorized................... $ 50.000 
RUSS OTIS AII: 6S see os asasie': aru saresk Seba cage ore Sank 10,000 
Common Stock Authorized ................... $125,000 
iness: “Treasuty COMMON «oie cds.cleesse'e's 25,000 
PGRUER “And MOMEStANMIIE. 1s. ccccrdetod niaades 
Deduct: Common Stock Discount............ $ 5,000 


Operating DOHC. .. 6.06 ccssaceseden 1,000 
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40,840 


$ 18,000 
8,200 


$ 42,900 
8,100 


$ 51,350 


8,000 


s 200 
1,000 
300 


$ 68.300 
21,600 
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$ 40,000 


100,000 


$140,000 


6,000 


26.200 


51,000 
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50,000 


134.000 


Kahne ae 
$277,335 
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The Phoenix Guild, Incorporated, 
was unable to meet its current obli- 
gations and was confronted with an 
“ultimatum” from creditors. Un- 
wise credit extensions were largely 
responsible for the company’s pres- 
ent inability to realize on its own 
accounts receivable. Uncertain as 
to just what turn future events 
would take, the management granted 
the creditors’ request for an audit by 
an accounting firm of their own 
choice. This audit was made and 
the creditors then requested a State- 
ment of Affairs. The following facts 
were extracted from the working 
papers in anticipation of the demand 
for such a statement. 


Accounts Receivable: 


Included in Accounts Receivable 
were $27,480 of accounts over three 
years old; all were considered un- 
collectible; $5,500 due from a sub- 
sidiary corporation, on which a 70% 
recovery was expected; $24,500 in- 
vested in a foreign branch (other 
than merchandise held for sale), was 
expected to be a total loss due to war 
embargoes; $10,000 due from the 
president of the corporation, who 
had already instituted bankruptcy 
proceedings; it was expected that 
his creditors would realize 10 cents 
on the dollar; the balance of the 
accounts were all doubtful but were 
expected to realize $13,413. 


Inventories: 


Inventory on hand was expected 
to vield $34,000 due to a rising 
market. Inventory on consignment 
would require $60 to repossess, the 
merchandise there would be. ex- 
pected to yield $1,850. Inventory in 
transit would be repossessed by the 
vendor for full credit; i.e., $400. 
Other balances due the same vendor 
amounted to $200. Inventory at the 
foreign branch was considered a 
complete loss. 

Notes Receivable, totally unse- 
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cured, were expected to yield only 
$1,000. 

U. S. Bonds had all been pledged 
to holders of notes. The bonds were 
expected to yield $4,400. 


Sinking Funds: 


Sinking Fund Cash was held in 
trust for the benefit of bondholders. 
Sinking Fund Securities were the 
company’s own bonds which had 
been purchased for $8,200. The par 
value was $9,000. The entire bond 
issue could be retired at par by pur- 
chase in open market. 


Mortgage Payable: 


The mortgage deed created a first 
lien on the land and buildings. The 
sinking fund was also obligatory and 
the trustee was bound to hold all 
contributions in trust for the addi- 
tional security of bondholders. 
Land and Buildings were expected 


to yield $33,000. 


Investments: 


The Phoenix Guild held a con- 
trolling interest in The Rio Distri- 
bution Corporation. Although this 
company was not expected to pay 
more than 70% of its current accounts, 
this stock was considered worthless. If 
certain pending lawsuits were favor- 
ably settled, the stock could be sold 
for $1,000. It was decided to use 
this figure for purposes of the cur- 
rent statement. 

The current quotation on the Ar- 
gentine bonds was $8,300. Furni- 
ture and Fixtures were expected to 
realize $4,000. The Deferred Charges 
and Goodwill were not expected to 
yield anything. 

The unrealized Profit was con- 
sidered in evaluating the accounts 
receivable and hence may be treated 
here as realized. 

Stockholders were expected to 
make good their discount liability 
with the exception of the president, 
who held 20% of the common stock. 
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those 
two 


covered 


Wages payable 
previous 


earned during the 
weeks. 

The Statement oi Affairs, as 
shown on the following page, con- 
tains not only the final summary 
data but also the original data in 
full. This plan therefore provides 
sufficient information for immediate 
verification of the gains and losses 
and segregates the total “expected 
to realize” group. While the state- 
ment may be considered as some- 
what profuse, the average account- 
ing novice should be able to ascer- 
tain the information of which he 


may have an interest. The two first 
columns on each side are struck in 
balance but the third cannot be so 
handled with the same efficiency. 
The “Deducted Contra” total in- 
cludes items that are not completely 
homogeneous; it is merely the total 
of the items that have been cross- 
placed within the statement. In the 
case of the preferred creditors the 
amount extended refers to the lia- 
bility element, whereas within the 
partially secured group the amount 
represents the assets that are cross- 
placed as a deduction from the lia- 
bilities. 
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The New York Certified Public Accountant 


Supplemental statements are pendently. Such a statement is set 
sometimes desirable. Where the forth below. (Figures are generally 
creditors are primarily interested in given to the nearest dollar; in the 
the shrinkages, or anticipated losses, 
that part of the Statement of Affairs 
may be extracted and set up inde- exactly shown.) 

THE PHOENIX GUILD, INCORPORATED 
Statement of Deficiency as of December 31, 1944 
Estimated Loss On: 


following statement the amounts are 


Saeutes SUARR CE RIO ooo asi. 4s Gi'o sR RAN Bold es es $ 18,350.00 
PASOOUIIS VERECEIVODIE ic cicdacacses ceescedersaweede 64,176.60 
SU OMNES 3S 55 Fee Wie’ enna te dud Ree es 8,780.00 
IVOREOTY ON CONGISRIMNEONE . 6 oa)s-dsce o:. os veo on saies 50.00 
inventory— Foreign Branch «..460066ec0.eds0ceees 6,200.00 
OT ec, Cos) Se I a co 41,900.00 
GST UPTO AN PIROUITES 5 5.oe 5 oie ond avee eeaanars 4,000.00 
Prepaid Insurance .......... aerqntiate sere ales 200.00 
PPO RMINRIION EURMONSE | os )p <i 5. > sie Kio vias eins os = 1,000.00 
NCR RMARTER ES Ro Sc ey as le: bir a big Btmis eld he eyecate 300.00 
SUE MMES MS Se NicccisonTeslo ses a xen & sakns SaG b's ewe ass ks 1,000.00 
CSOMIRON TOCOCK -DPISCORNE | isco dais one edro weenie 1,000.00 

MN ON EO ee oi tees eein aah be Oe oe $146,956.60 


Estimated Gains on: 


REGAN UE 2 a sce pstiidd sco ea avadeteea aed $ 200.00 
Inventory on Hand ... here Siang ttle one aauaene webeaae 1,600.00 
Argentine Bonds ..... aR Eee, cts trite: BE han ete 200.00 
TOtal Geils: <.«exsis Pp Raitewattitsetenwe Beda 2,000.00 
Net Expected Loss Si calaiiactis tat ab Said wh.as ahh ier arc cain: Sai tal ac ae dee ae $144,956.60 
Loss Coy ered by Stockholders 
CO oe a en er ee ee ee ee $ 40,000.00 
Cee OMIDOIE .. , Vow cis clade wasn ag Riko athens tee wens 100,000.00 
CO COREE OG tr aie ae a re ae 480.00 
Total Absorbed by eG on Se ee 140,480.00 
Net Deficie ncy to ey Te) co ee rr $ 4,476.60 








Che deficiency may be reported in account form, in which case it would appear 


as below 
THE PHOENIX GUILD, INCORPORATED 
Deficiency Account as of December 31, 1944 
Estimated Loss on: Estimated Gain on: 
Land and Buildings ...... $ 18,350.00 ERS cor: Sr rr $ 200.00 
Accounts Receivable ..... 64,176.60 Inventory on Hand ...... 1,600.00 
Notes Receivable ........ 8,780.00 Argentine Bonds ........ 200.00 
Inventory on Consignment 50.00 
Inventory—Foreign Branch 6,200.00 Stockholder Coverage by: 
Subsidiary Stock 2.06. 41,900.00 Preferred Stock ......... $ 40,000.00 
Furniture and Fixtures... 4,000.00 Common StOck <.<é ccscd. 100,000.00 
Prepaid Insurance ....... 200.00 Adjusted Surplus ........ 480.00 
Organization Expense ap 1,000.00 Deficiency to General 
BONG TISCOUNE 6.6 .5.2% 0 0 300.00 POMIEOES 0.5 issivns ceaws 4,476.60 
| a er 1,000.00 
Common Stock Discount.. 1,000.00 
146,956.60 $146,956.60 


$ 
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Statement of Affairs 
Most writers on this subject say ant the worksheet is the indispensa- 
nothing ot the construction of the ble channel for the processing of the 
a wnger aid yee eg oO i data. This is particularly true when 
yoInt of view ot the credit : . : : 
aor oF the creditor the the estimates are numerically high 
estimate-grouping technique is of . ree aR aa: f 
: ee 3S Ss s. A sug- 
little significance; he generally ac- ' ther cross relationships. Sus 
cepts the statement as the product gested worksheet for the foregoing 
of expert opinion. For the account- case is set forth as follows: 
Explanation of Working Sheet: 
) 
) Accounts Neceivable Dalance= 4.02064 ce cnssclese a eeacees $ 86,642 
) Expected losses on: 
) Sy GOAL ACCOUNES 25 focee se end cde eaieke ae awe wee eee $ 27,480 
) Subsidiary balance—J0%. ..<. cc. cess se enncns clases 1,650 
) WIOUGT Sty EAUANGM 56.08. sigs scorscevisieriee wale oN eed save elemeaee 24,500 
) BUG: ErGtin. Pre SiClOIiO 6 o. 5 :asccheere: vuveiaie alhaeaiee wales 9,000 
) Balance ($19,162—$13.413)- .csccicieeaccs cos nes 5,749 
) = 
) MORON, | aeessa dah akexe net args elero ie hea daniels ee 68,379 
) Eom i, 
) Pepéeted: to: Realize: «a ceiaesae een eae cee nen $ 18,263 
) 
The $68,379 was ascertained without consideration for the accumulated reserve. 
Hence, the statement would show $64,177 ($68,379—$4,202). 
(x) ‘Reserve for "Doubttul: Accounts: . ..c.<< 6 csc von ns seus $ 4,202 
AOCOUNES: NECEIVA DIE: ccciaz:ce cies d onan neewee ieee $ 4,202 
Assuming write off of this amount of estimated 
0 worthless accounts against the reserve. 
; (a> Anventory on: Consionmients osc ceowka cosews wounwoees 60 
0 2 eae ie pare etree Bearer eieeer ce 60 
To anticipate payment of return freight on 
unsold merchandise. 
th). Aeecignts: Pavabne scs.cecs cas cans ccatie else ocuser aoees 400 
Huventory i Pransit) occ ckossscncavouceerecuce 400 
Assuming return to creditor with credit at par. 
0 Rey: ORGS ci esc easlcaierea main cine oie eto ee wld cata 200 
: Expected: Gain on BOWS: 666.0525 dake osrcente oon 200 
() To write up bonds on basis of appraisal. 
= (di): Notes Pavaite: <.0/cess S5inc so sinpe nccewa bee's ween ar eee 4,400 
r hs ae ROMIOB. su.5.6 cies & eluciwe ae renee au we eas 4,400 
To offset pledged bonds against the notes 
which they partially secure. 
(e) Smkine Band: Secwtities) «cco ccc cusicsccawesaneweeswes 800 
Profit on Bond Cancellation... oc eiciccscnwnigececes 800 
0 Assuming that company’s own bonds, held in 
0 Fund, were cancelled. 
0) (i) Mottsige Pavan) aissaeadas sauna ea ac eee ere esos 9.000 
Smine Pund: Seeurines: 406 6c ee escapees 9,000 
Assuming cancellation of bonds held in Fund. 
0 Ce ee rere re Perr reel ae $ 23,000 
1) Reserve for Depreciation, Buildings.............. 17,400 
() Land and Bultines 2. <iccetcaacvenncceacoss $ 40,400 
. To reduce Land and Buildings to book 
10) value and to apply such of the realiz- 
able book value as is necessary to 
retiré the mortgage at par. Outstand- 
— ing bonds $41,000 less sinking fund of 
0) $18,000, $23,000. 
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fat) ORE ONTROP SIOAU SIO. a a5 95:4 sooo sion de OS IRS laren or aA 18,000 
STNG chs oe Ot Et aa 
Assuming sinking fund is employed to retire 
bond issue at par. 


(i) Reserve for Depreciation, Furniture and Fixtures...... 1,200 
BMSESUIUTIDE DIG PSR UUEES ooo: 5 onda noose ki0ee nee 
To reduce the asset to its book value. 
TE 8 OSE Ee oo a 680 
NUMMER as Sp Mtg coh gs Aaa ang Gia cheshire eo ouatal oo db ale 
To reduce the operating deficit by deferred 
profit here considered as realized. 
Pied) “-EOrerved UtOCK MC HOEIFOG 66k ois cove 6 estein'case4e us 10,000 
BEE os Be Cog ol OC 3) a 
Assuming cancellation of unissued Stock. 

Cl) -Gomunon Stock AGthoriwed —s 6 swsca ceo cee eh cc ean 25,000 

EPCAMY COTTON SUOCI <5. s5)0's, hooray ois are-wrate. 6 Sic: gig ane ’ers 
Assuming cancellation of Treasury Stock. 

CE, SI hs a ae on Ce ee ey oe eS te 1,740 

ERR oo sith ciara a kwies Se See a ean ees Ne ee 790 
PPP EOOPOO PCC OIEOER ionic d 6 esas os iat teen eon 
To segregate claims of preferred creditors. 

Rae, (f reterred -StOCk A GaOCIed | 6.65. <.6nte3s Gs ssied bee orewe wens 40,000 
CMa CGI. PAMEROTNEER ko ik cv os dace ds 6 o's dae oe 0 100,000 
Prot Ono 0nd CanCenatiOn 2... soc se sicescacecesesoes 800 

NR Ria eM Ne re EI tecad tg, Vine ions Sx enc sieen Wb be oe aeaare 
SRUCRIICUOT SS MINE = oo 55k ic b's haw 20S Siew aralde oases 


To segregate the net Stockholders’ equity. 
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STATE SOCIETY ACTIVITIES 














Calendar of Events 

February 19—Monday—Regular meet- 
ing of the Board of Directors. 

March 19—Monday—Regular meeting 
of the Board of Directors. 

March 19—Monday—Regular meeting 
of the Society. Location: Waldorf- 
Astoria Hotel, Lexington Avenue & 
49th Street, New York. Subject: 
To be announced. 


Courses on Current Problems in Ac- 
counting and Federal Taxation 
The New York State Society of 

Certified Public Accountants, in co- 

operation with the American Bar 

Association and the Practicing Law 

Institute, will conduct a unique 

course this spring on Current Prob- 

lems in Accounting for Lawyers. An 
outstanding group of 16 account- 
ants, economic experts and lawyers 

will, provide the instruction in a 

series of 12 two-hour lectures to be 

given on Thursday evenings from 

7:30 to 9:30 p.m. beginning March 1. 

The subjects and speakers are: “The 

Significance of the Balance Sheet— 

300k Value” by Walter A. Staub of 

Lybrand, Ross Bros. & Montgomery, 

and past president of the Society; 

“The Income Statement—The Ac- 

countant’s Concept of Profit” by C. 

Oliver Wellington, of Scovell, Well- 

ington & Company, and a past presi- 

dent of the American Institute of 

Accountants; “Financial Statements— 

the Viewpoints of the Financial 

Analyst and the Credit Man” by 

Benjamin Graham, co-author of Gra- 

ham and Dodd “Security Analysis”, 

and Joseph Rubanow, Vice-Presi- 
dent of the Manufacturers Trust 

Company ; “Partnerships and Closed 

Corporations” by A. S. Fedde, of 

Fedde & Company, and past presi- 
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dent of the Society ; “Distribution of 
Profits” by George O. May, author 
of “Financial Accounting”; “Valua- 
tion of Business Entities Through 
Use of Accounting Data” by Edward 
A. Kracke, of Haskins & Sells; 
“Renegotiation and Termination of 
War Contracts” by Eric A. Camman, 
of Peat, Marwick, Mitchell & Co.; 
“Relation of Accounting Principles 
to Tax Problems” by Dr. Joseph J. 
Klein, of Klein, Hinds & Finke, and 
Associated Professor of Taxation at 
the College of the City of New York 
and past president of the Society; 
“Effect of SEC and Treasury De- 
partment Policies on Application of 
Accounting Principles” by Carman 
G. Blough, Director of Research of 
the American Institute of Account- 
ants, and formerly Chief Accountant 
for the SEC; “Proof of Facts Through 
Accounting Data— The Accountant's 
Expert Testimony” by William R. 
Donaldson, of Miller, Donaldson & 
Co., and first vice-president of the 
Society, and Mortimer Hays, of the 
law firm of Hays, Podell & Shul- 
man; “The Auditing Process” by 
Christian Oehler, of Oehler & San- 
ford, author of “Audits and Exami- 
nations”, and Professor of Account- 


ing at Fordham University; and 
“Corporate Consolidations, Reor- 
ganizations and Mergers” by J. 


Arthur Marvin, of F. W. Lafrentz 
& Co., and past president of the So- 
ciety, and William W. Werntz, Chief 
Accountant for the SEC. 

The lectures provide authoritative 
explanations of accounting principles 
and practices which arise in typical 
legal matters, including corporate 
practice, wartime regulation of busi- 


ness, and tax problems. The em- 
phasis will be on the practical 
significance and operation of ac- 
counting theories and _ methods. 
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Christian Oehler and Carlos L. 
Israels, Assistant General Counsel 
to the Trustees of the Associated 
Gas and Electric Corporation, will 
serve as Chairmen of the course. 


Four comprehensive courses on 
Federal Income, Excess Profits and 
Estate taxes will also be given by 
the Practicing Law Institute as part 
of its spring semester program. A 
timely series of twelve advanced 
lectures on “Current Problems in 
Federal Taxation” will be given on 
Tuesday evenings, from 7:30 to 9:30 
p.m., beginning March 6th. This 
course deals with the handling of 
typical tax problems in connection 
with advising a client on tax matters 
connected with his business, invest- 
ments and personal estate. The em- 
phasis will be on explanations of 
practical techniques rather than on 
discussions of rules of law. The 
subjects to be covered are “Tax 
Avoidance”; “Form of Business Or- 
ganization and the Tax Laws”; 
“Organization of Corporations and 
r Assets”; “Corporate Re- 
organizations and Readjustments” 
“Expense Deductions of Corpora- 
tions’; “Special Relief Under the 
Excess Profits Tax”; “Family Ar- 
rangements—Trusts, Partnerships and 
Assignments” ; “Pension, Stock Bonus 
and Profit-Sharing Plans”; “Valuation 
Problems”; “Preparation and Trial 
of Tax Cases”; and “Estate Plan- 
ning’. Among the lecturers are 
Kandolph E. Paul, formerly General 
Counsel of the Treasury; Thomas N. 
Tarleau, formerly Tax Legislative 
Counsel of the Treasury Depart- 
ment; Leo A. Diamond, formerly 
Special Assistant to the Chief Coun- 
sel of the Bureau of Internal Reve- 
nue; and Maurice Austin, Chairman 
of the Committee on Federal Taxa- 
tion of both the Society and the 
American Institute of Accountants. 


Sales ot 


A course on “Fundamentals of 
Federal Taxation”, providing an un- 
derstanding of the basic concepts and 
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principles of the federal tax laws, 
will be given on Wednesday eve- 
nings, beginning February 28. The 
twelve lectures in this course are 
integrated with the unique 800 page 
pamphlet series on “Fundamentals 
of Federal Taxation” issued by the 
American Bar Association’s Section 
of Taxation and the Practicing Law 
Institute. 


An intensive course on the “Ex- 
cess Profits Tax” to be given on 
Thursday evenings, beginning March 
8, will include lectures by Henry B. 
Fernald, of Loomis, Suffern and 
Fernald, and Walter A. M. Cooper, 
of Peat, Marwick, Mitchell & Co., 
and formerly Chairman of the Com- 
mittee on Federal Taxation of the 
American Institute of Accountants. 

The practical techniques to be em- 
ployed in various phases of typical 
tax cases and the practice and pro- 
cedure in connection therewith, are 
explained in a course on “Tax Prac- 
tice and Procedure”, which will be 
given on Monday evenings, begin- 
ning February 206.. 

The courses meet at the building 
of the New York County Lawyers’ 
Association, 14 Vesey Street, New 
York, N. Y. 

Detailed information about these 
courses may be obtained from the 
Practicing Law Institute, 92 Liberty 
Street, New York 6, N. Y. 


Alexander I. Saladuchin 
Word has been received that Alex- 
ander I. Saladuchin, who has been a 
member of the Society since 1942, 
was killed in action in the European 
theater of war. 


James Councilor 
A member of the Society since 
1927, passed away February 14, 1945. 
The Society has suffered a great 
loss in the passing of these valued 
and esteemed members. 


February 
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Correction 

In the article Some Aspects of the 
New York Franchise Tax—Part I, 
by Emery W. Burton, published in 
the January 1945 issue of The New 
York Certified Public Accountant, 
there appeared on page 30 in the 
ird paragraph, seventh line from 


tiliiG 


the bottom—“With the filing of the 
report due May 15, 1946 the taxpayer 
becomes current, and the next tax is 
for the privilege period January 1, 
1945 to December 31, 1945”. The 
word next in the fifth line from the 
bottom of the paragraph should be 
eliminated. 
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PROFESSIONAL COMMENT 














Regulatory Accountancy 
Legislation* 

Four state societies of certified 
public accountants are considering 
the possibility of seeking legislation 
which would limit the practice of 
public accounting to persons licensed 
by the state. Other societies have 
shown an interest in the question. 
Fourteen states already have in force 
legislation of this type. The Ameri- 
can Institute of Accountants com- 
mittee on state legislation is com- 
pleting a draft of a form of regula- 
tory bill which may be used as a 
guide by those interested. The In- 
stitute’s Council in 1934 adopted a 
resolution opposing regulatory legis- 
lation, in 1940 rescinded the resolu- 
tion (leaving itself in a neutral posi- 
tion), and in 1944 expressed a prefer- 
ence for this type of law, provided 
that barriers against interstate prac- 
tice could be avoided. 

The question whether the practice 
of public accounting should be regu- 
lated by the state has been for twenty 
years a center of controversy in the 
accounting profession. For some 
reason, it seems to excite the emo- 
tions, and the debate frequently grows 
heated. The subject is complex, with 
far-reaching implications. There are 
good arguments on both sides, and 
neither can be said to be wholly 
right or wrong. To formulate a 
policy on regulatory legislation it is 
necessary to weigh the advantages 
against the disadvantages and con- 
sider, in the light of local conditions, 
whether or not the public and the 
profession would gain or lose by the 
passage of a regulatory law at any 
given time. 

The justification for a regulatory 


law, which invokes the police power 
of the state, must be the protection 
of the public interest. A first step, 
therefore, should be to ascertain 
whether those in the community who 
engage public accountants, those who 
rely on their reports (such as credit 
grantors, stockholders, and govern- 
ment bodies), and those who work 
with accountants (such as lawyers), 
actually desire and will actively sup- 
port the proposed legislation. Their 
support would minimize the possi- 
bility of radical and undesirable 
changes in the bill in the legislature. 

The best arguments for a regula- 
tory law are that it requires, ulti- 
mately, proof of qualification to en- 
gage in practice, and that it sets up 
a disciplinary authority over all pub- 
lic accountants—that is, it can put 
a bad actor out of business. In most 
states at present there is nothing to 
keep a malpractitioner from selling 
his wares if he can persuade anyone 
to buy them. His CPA certificate 
can be revoked, civil or criminal 
penalties can be imposed upon him, 
but there is no way to stop him 
from practicing. Cases of malprac- 
tice by public accountants have been 
gratifvingly rare, however, and for 
that reason the public might feel no 
urgent need of protection. 


Another argument in favor of 
regulation is that other recognized 
professions have it. Legislation of 
the prevailing type, which restricts 
only the use of the title “certitied 
public accountant,” while permitting 
anyone to offer to perform services 
of the same nature as those rendered 
by a certified public accountant, does 
not conform to the pattern estab- 


‘ 


* Reprinted from The Journal of Accountancy—December 1944. 
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lished in this country for the regu- 
lation of professions. 

It is difficult to explain this situa- 
tion to persons outside the profes- 
sion and it has been contended, with 
some force, that this impedes the 
development of fully satisfactory 
public relations. The securities acts 
for example, refer to “independent 
public or certified accountant,” pre- 
sumably because Congress hesitated 
to exclude accountants who were 
tacitly permitted, even though not 
expressly authorized, to practice 
their profession under the laws of 
the several states. 

Great difficulty has been encoun- 
tered in deciding just what it is that 
unlicensed practitioners are to be 
prohibited from doing. It has been 
found impossible to define satisfac- 
torily the practice of public account- 
ing, just as lawyers have found it 
impossible to define the practice of 
law. Professional men render a 
great variety of services, some of 
which do not affect the public inter- 
est and may also be properly ren- 
dered by others. Students of the 
subject have concluded that it would 
be best not to attempt to define ac- 
counting practice in regulatory laws, 
but simply to prohibit unlicensed 
persons from calling themselves pub- 
lic accountants and from offering 
to render accounting services which 
clearly do affect the public interest, 
such as preparation or certification 
of financial statements for the in- 
formation of others than the clients 
hemselves. 
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Danger will be met in complying 
with the constitutional requirement 
that all persons presently engaged 
in public accounting practice must 
be given licenses when the regula- 
tory statute is enacted, so as not to 
deprive them of their means of live- 
lihood. Efforts have been made by 
politically influential groups to have 
such provisions broadened to include 
large numbers of accountants who 
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are not actually in professional prac- 
tice. There is no earthly reason why 
the state should recognize as public 
accountants persons who are not 
public accountants. To do so would 
mislead, rather than protect, the 
public, by imputing to certain indi- 
viduals qualifications which they 
had not demonstrated. This would 
impair the basic premises on which 
the whole law rested. 

Two strong arguments are pre- 
sented by those who oppose regula- 
tion. The first is that it will dilute 
the profession by giving legal recog- 
nition, at the time of passage of 
the act, to many public accountants 
who have not proved their qualifica- 
tions, and may later try to get CPA 
certificates by waiver. The second 
argument is that regulation will in- 
evitably lower the standards of the 
certified public accountant certifi- 
cate, which have been built up so 
laboriously in the past fifty years. 
Opponents of regulation predict that 
if no one is permitted to practice 
public accounting unless he becomes 
a certified public accountant (after 
public accountants already in prac- 
tice have been licensed upon pas- 
sage of the act), the pressure of 
those who wish to practice public 
accounting, but lack the education, 
the experience, or the ability to pass 
the examination necessary to obtain 
the CPA certificate, will force the 
bars down. Whether or not stand- 
ards could be maintained in the 
face of such pressure depends, of 
course, entirely on public opinion, 
as reflected in legislatures, and on 
the attitude of the courts. If the 
public fully understands the impor- 
tance of the work of the accounting 
profession it may support both high 
standards and regulation. 

Many other knotty problems arise 
when the drafting of a regulatory 
bill is undertaken, but those which 
we have discussed are basic ques- 
tions of policy which should be con- 
sidered before the die is cast. 
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Securities and Exchange 
Commission 


ACCOUNTING SERIES—Release No. 50 
January 20, 1945 

The Securities and Exchange Com- 
mission today made public an opin- 
ion of its Chief Accountant in its 
Accounting Series discussing the 
propriety of writing down goodwill 
by means of charges to capital sur- 
plus. The opinion, prepared by Wil- 
liam W. Werntz, Chief Accountant, 
follows: 

“Inquiry has been made as to 
whether in a financial statement re- 
quired to be filed with the Commis- 
sion goodwill may be written down 
or written off by means of charges 
to capital surplus. The goodwill 
in question resulted from the acqui- 
sition during the vear of the assets 
and business of a going concern at 
a price of $2,000,000, pavable in cash 
or its equivalent. It was determined 
that $1,750,000 was paid for the physi- 
cal assets acquired and $250,000 
for goodwill. It is now proposed to 
write off this goodwill by a charge 
to capital surplus. 

“In my opinion the proposed charge 
to capital surplus is contrary to 
sound accounting principles. It is 
clear that if the goodwill here in- 
volved is, or were to become, worth- 
less, it would be necessary to write 
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it off. Preferably such write-off 
should have been accomplished through 
timely charges to income, but in no 
event would it be permissible, under 
sound accounting principles, to 
charge the loss to capital surplus. 
The procedure being proposed would, 
however, evade such charges to in- 
come or earned surplus and would 
consequently result in an overstate- 
ment of income and earned surplus 
and an understatement of capital. 

“This position was expressly taken 
in the following paragraph of the 
Commission's opinion in In the latter 
of Associated Gas and Electric Coi- 
pany,—S.E.C.—(Securities Exchange 
Act of 1934, Release No. 3285A. 
August 5, 1942, at p. 54): 

“‘“Tthe] position [taken] with 
respect to intangibles not subject 
to amortization assumes that as 
long as the write-off is made be- 
cause of conservatism before actu- 
al realization of the loss, the write- 
off may be made to capital surplus. 
This practice would permit a cor- 
poration to circumvent charges 
which should be made against in- 
come or earned surplus by recog- 
nizing them in advance as a charge 
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against capital surplus and, in ot 
opinion, it is not consistent with 
the fundamental principle that a 
distinction should be maintained 
between capital and income.’ ” 


eRe 208 


PI 


ESSE 
FOR . 





Famous f 
authorita 
and the 

leading p 
including 
examinat! 
introduce 
tro! of acc 
ments, an 


{432 Page 


BUDG 


By JOHN 
Inc.; Leet 


Stressing 
Work pres 
10 Drepari 
the budget 
other top: 
purchases 
the prepar 
of perform 
budget. 


{219 Page: 


ALSO 


PRINCIPLES 
Pinn 
PRINCIPLES 
Finn 
PRINCIPLES 
Finn 
L 4 


BNOUSTRIAI 


~_*~ 
mn 
GOVERNME 
Pren 


Bo 


We sh 
for fr. 
are in 








R 


10 


208 


ESSENTIAL WORKING TOOLS 
FOR EVERY PRACTITIONER 


EDITED BY 


H. A. FINNEY 


C.P.A. 


Member of the Firm of 
Baumann, Finney & 
Co., Certified Public 
Accountants; Professor 
of Accounting, North- 
western University; Au- 
thor of “Principles of 
Accounting,” “General 
Accounting,” and "Cor- 
poration and Manufac- 
turing Accounting.” 
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AUDITING (REVISED) 


By WILLIAM H. BELL, M.C.S., C.P.A. and 
RALPH S. JOHNS, C.P.A. 


Famous for its practicality, definiteness and conciseness, this 
wthoritative work presents the basic principles of auditing 
and the methods and procedures generally recognized by 
leading professional auditors. All types of audits are covered, 
including the detailed audit, the general audit, and special 
examinations and investigations. Numerous illustrations are 
aces to show methods of establishing independent con- 
rol of accounts, procedures in verifying receipts and disburse- 
ments, and techniques for detecting irregularities and frauds. 


{432 Pages — 6 x 9 inches} $4.65 


BUDGET PRINCIPLES & PROCEDURE 


By JOHN R. BARTIZAL, C.P.A., Comptroller, Esquire, 
Inc.; Lecturer in Accounting, Northwestern University 


Siressing the accounting aspects of budgeting, this valuable 
work presents a complete, detailed explanation of procedures 
in Dreparing each item in the budget and its relationship to 
budgeting process as a whole. The book discusses, among 
other topics, budgets for cash sales, production, materials, 
prchases. labor, and various expense items. It also goes into 
ihe preparation of estimated financial statements, comparison 
performance with the budget, and methods of enforcing the 






) budget. 


{219 Pages — 6 x 9 inches} $3.65 


ALSO CHECK THESE VALUABLE HELPS 


speed = ACCOUNTING: INTRODUCTORY 
mINCILES OF ACCOUNTING: INTERMEDIATE 


inne Vocoresecscccceseseceseseseceseseseseseses 
GENERAL ACCOUNTING! — Finney . 
NOUSTRIAL ACCOUNTING — Specth 
a" & MANUFACTURING “ACCOUNTING 





“a Sent on Approval 


We shall be glad to send you any of the books described 
for free inspection. Simply check the titles in which you 
are interested in coupon, at right, and mail it today. 


RENTICE- HALL, INC. 


NEW YORK 11, N.Y. 





10 FIFTH AVENUE 





PRACTICAL ACCOUNTING BOOKS 
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COST ACCOUNTING (REVISED) 


By W. B. LAWRENCE, C.P.A., Director, Cost Accounting 
and Statistical Department, American Photo-engraver's 
Association 
Enlarged and completely rewritten, this book presents a 
thorough and comprehensive treatment of modern cost ac- 
counting procedure and systems. Special emphasis has been 
placed on_ Distribution Cost Accounting, Process Cost Ac- 
counting, Variances from Standard Costs, and Classification 
of Accounts. Many illustrative examples are introduced 
throughout the text to show the practical applicat:on of the 
various methods and procedures under actual working condi- 

tions. {620 Pages — 6 x 9 inches} 5. 


MATHEMATICS OF ACCOUNTING (REV.) 


By A. B. CURTIS, C.P.A., and J. H. COOPER, C.P.A., 
National Association of Cost Accountants 
A book of short cuts for the busy accountant, presenting time- 
saving methods for the computation of interest, discounts, 
rents, royalties, dividends, depreciation, obsolescence. It also 
covers the more involved accounting computations dealing 
with bond and bond interest valuation, averages and annui- 
ties, foreign exchange, valuation of asset accounts, goodwill, 
partnerships, and yo ad aspects of actuarial science of interest 
to the accountant. $5.00 


10-DAY FREE EXAMINATION OFFER 


PRENTICE-HALL, Inc. 
Dept. AB-] 70 Fifth Avenue, New York 11, N. Y. 
Send me ON APPROVAL the books I have checked 
below: 
} Auditing, Revised, 6y Bell & Johns $4.65 
J Cost Accounting, Revised, by Lawrence 5.00 


0 Mathematics of Accounting, Revised, by Curtis 
& Cooper 
0 Budget Principles and Procedure, 6y Bartizal 3.65 


1480 Pages — 6 x 9 inches} 


At the end of 10 days, I will either return the books or 
remit for them in accordance with prices listed above, 
plus a few cents for postage and packing. 
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7 SPECIAL EDUCATIONAL DISCOUNT @ If you are an instructor | 
and wish to examine books with a view of adopting them for | 
class use, please check here and we will quote quantity price 
and Educational Discount. 
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Announcement of 


1945 PRIZE Essay CONTEST 


The Board of Directors of the Society has authorized the Com- 
mittee on Publications to conduct a prize essay contest, the 
essays to be on a subject of interest to the accounting profession 
and suitable for publication in The New York Certified Public 
Accountant. Prizes in the amount of $150 for first prize, $100 
for second prize, and $50 for third prize are offered. 


The general rules of the contest are as follows: 


All papers shall be original and the manuscript shall be typed in 
duplicate on 814 x 11 stationery, double or triple space typing, and 
should not be more than 5000 words. 

* 
The name of the individual submitting the paper should not appear 
thereon, nor should there be any other means of identifying the 
manuscript, which should be accompanied by a covering letter 
giving the contestant’s name and address. 

a 








When submitted to the judges, each manuscript will be given a 
key number of identification. 

* 
Manuscripts should be forwarded to The Managing Editor of The 
New York Certified Public Accountant, 15 East 41st Street, New 
York 17, N. Y., on or before May 1, 1945. Awards will be 
announced as soon thereafter as possible. 

* 
All papers submitted shall become the property of the New York 
State Society of Certified Public Accountants and shall be avail- 
able for publication in The New York Certified Public Account- 
ant. The decision of the judges shall be final as to what papers 
may be entitled to prizes. 




















